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PREFACE 

In Elementary Accounting we endeavored to show and illus- 
trate the creation and contents of accounts, the reason for their 
use, and their summarization in the Balance Sheet and Profit and 
Loss Accounts for the purpose of showing the ultimate results. 

We look upon accounts as but the foundation of certain 
financial statements that are to be ultimately prepared therewith — 
just like so many terra cotta blocks that are being designed and 
moulded into shapes so they can ultimately be assembled into a 
building front, a triumphal arch, or something of that sort. The 
size, shape, contents and design must be determined upon before 
the work starts, so each one will illustrate its particular idea and 
so that when it is combined with the other it will fit and harmonize 
and carry out the idea that its makers intended. 

This, of course, required the illustrating of trial balances and 
procedure incidental thereto, which we believe we have covered 
thoroughly. 

We have continued the use of the trial balance beyond the 
balance sheet and Profit and Loss Account stage by showing a set 
of branch office reports in detail. They illustrate the use of the 
six column trial balance as a means of controlling property and 
simplifying branch office control by the aid of detailed reports 
which connect up therewith and explain to the executives all items 
therein. This method of branch office control is used extensively 
by us wherever our clients conduct more than one office under a 
single executive. 

Graphs have been given considerable space, but we have not 
attempted to include an)rthing of a purely theoretical nature. 
Those that we have shown are actually used in our audit reports 
whenever occasion warrants. 

We believe a valuable feature of the book will be found in 
the chapter on Proprietorship, where we have illustrated all the 
simple types of proprietorship entries, including those affecting 
individuals, partnerships and corporations. 

Simple venture accounts are illustrated in the text also. 

Considerable space has been given to the form and ruling of 
books of account. The forms include books of original entry, 
final entry, and original and final entry combined. The effect cer- 
tain accounts have on rulings of the books is carefully discussed. 
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While Elementary Accounts is an elementary text, it is not 
intended for the use of immature students. It will, however, 
prove particularly desirable for young students who have reached 
the advanced bookkeeping stage or for any of the older students 
who ordinarily may be expected to have a working knowledge of 
business procedure. We have not attempted to discuss any sub- 
ject pertaining to accounts beyond the most elementary stage 
thereof; however, we did not attempt to deal with the subject 
from the standpoint of a bookkeeping text. We have gone quite 
extensively into some subjects, but these, for the most part, per- 
tained to things of common knowledge, like graphic charts, rather 
than to accounts. 

We have illustrated the text with many problems and ques- 
tions which, we believe, make the book invaluable for use with the 
adult students attending the higher institutions of learning or with 
the students who are completing their bookkeeping work in the 
high schools or business coUqies. 

SAMUEL F. RACINE. 
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ELEMENTARY ACCOUNTING 

Chapter I. 

ACCOUNTS IN GENERAL 

In this text, we are going to try to outline for the student 
the fundamentals of accounting; in particular, the accounts them- 
selves, the manner of making the record and the purpose of 
the account. 

We wish the student to bear in mind particularly the form 
and nature of an account. An account is in fact but a narrative 
and may partake of any form which seems best adapted to the 
purposes of the narrator. In bookkeeping and accounting, cer- 
tain forms of presenting an account have been accepted as stan- 
dard; at least, there are certain principles which are uniformly 
followed. These forms are the result of evolution and no doubt 
started from the early narratives which were simple statements 
of facts. 

We can readily imagine that the first step in the evolution 
of accounts was the separation of personal items wherein some- 
one owed the principal or wherein the principal owed someone 
else, that is, the separation of charges from credits. We believe 
it may be presumed, also, that the early records were merely of 
debits and credits and that no attempt was made to further 
classify or divide the account so that profits or losses could be 
ascertained. 
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12 ELEMENTARY ACCOUNTING 

Illustration: 

Accounts of C. Strand 

DEBTORS 



Jan. 2. J. G. Thorne, Mdsc. Pd. 1/15 4 75.00 

4, A. C Grass, Mdsc 87.50 

11, B. R. Wheeler, 5 tons coal 83.50 

CREDITORS 

Jan. 2, Penn. Coal Co $ 560.00 

280 tons mine run 
at $2.00 

6, Worcester Lbr. Co 1,100.00 

50 m. drop siding at 

$22.00 per m. 

Paid $600.00 Jan. 25. 

The principal entered the names of his debtors and creditors, 
the amounts owing and sometimes the information as to what the 
amount was for. when th« payment was made the account was 
closed by marking it paid or drawing a line through the item in 
question. This method of keeping the accounts became cumbersome 
and inadequate as the business expanded. It is evident that if 
there were one hundred debtors who purchased each day, it would 
be impossible for the principal to be able to determine, with any 
degree of accuracy, what amount he had coming from each person. 
He could hardly be expected to remember the terms upon which 
the goods or services were sold; the amount of discount, goods 
returned, or allowances for defective goods ; or special prices con- 
tingent on quantities purchased during a given period. 

The old form of accounts with many modifications is still 
found in daily use. It is designated as simple or single entry. 
There is, however, no standard single entry. It covers every- 
thing from a mere narrative up to the point where the principles 
of double entry books are encountered. Double entry, being the 
more popular and the more desirable, has resolved itself into forms 
and methods of procedure which are somewhat standard and we 
will dwell almost exclusively thereon. 

In the evolution of accounts, the second step, no doubt, was 
the summarizing of all transactions with a given individual so 
that all of the details could be found in one place. This gives 
rise to the account form with which you are all familiar wherein 
a given person is charged with certain items and credited with 
payments thereon. Following is an example: 
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ACCOUNTS IN GENERAL 13 

John Jones, Jr. 

Dr. Cr. 

Jan. 10. Mdsc. $ 500.00 Jan. 23. Cash .$ 600.00 

22. " 300.00 

23. Balance .... 200.00 



$ 800.00 $ 800.00 



23. Balance ....$ 200.00 

We have used italics above to indicate red ink. In the stereotyped 
forms of accounts red ink is used exclusively to indicate the 
source of arbitrary entries sometimes called criss-cross entries, 
that is, entries which do not originate in the books of original 
entry or which are solely for the purpose of transferring bal- 
ances to start a new account or to bring balances down in the 
same account. It is used also for the purpose of ruling. 

The author fails to see any good reason for the use of red 
ink; very few persons are able to use it neatly and in general it 
makes a set of books look rather untidy. More desirable results 
can be secured by the use of ink of uniform color throughout. 

A third t3rpe of account and one which no doubt was used 
very soon after the adoption of books by business men is an 
account to record the investment in the business. This created for 
the proprietor a sort of new individuality for his business. It 
separated him from the business and enabled him to look at the 
business as something separate from himself. It showed that the 
business owed him a given amount of money or in rare cases that 
the business represented no investment and in fact the proprietor 
owed it. This type of account is in no way different from the 
others outlined except that it permits the creation of a separate 
entity representing the business. 

Illustration: 

H. W. Welch, Proprietor 
Dr. Cr. 

Jan. 1. Cash 

invested....? 5,000.00 

CASH 

Dr. Cr. 

Jan. 1. Cash invested by 

H. W. Welch, 

Prop. $ 5,000.00 

It will be noted that the proprietor's account shows a credit 
balance in the same manner an ordinary creditor's account is shown. 
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Under present day methods of conducting business, the in- 
vestment account might necessarily appear in either of at least 
three ways; it might be such an account as we have outlined 
above representing the investment of a sole trader; it might 
appear in two or more accounts representing the investment of 
partners; or it might appear in various forms to represent the 
investment of a number of people operating as a corporation. 
It, however, will remain true to the principles of its early adop- 
tion — ^that of creating an identity separate from the parties who 
control the business. 
Illustration: 

Types of the Investment Account 

1. Individual: 

Dr. John Jones, Propmetor Cr. 

Jan. 1 $ 10,000.00 

2. Partners : 

Dr. Ray Castle, Capital Account Cr. 

Jan. 1 . 4 5,000.00 

Dr. H. W. Maltby, Capital Account Cr. 

Jan.l...... 4 5,000.00 

3. Corporation: 

Dr. Capital Stock Cr. 

Jan. 1 4 100,000.00 

In the foregoing illustrations, the accounts recording invest- 
ment have credit balances, which is also the case where the busi- 
ness owes a person or firm for goods or service. The conditions 
creating the credit balances are very similar, the owners invest 
capital and expect to have it returned at some future date, while 
the creditor furnishes goods with the presumption that he will be 
reimbursed. 

The fourth step in the evolution of accounts, we presume, 
was the creation of accounts to represent the activities of the 
proprietor — ^accounts which would serve to counterbalance the 
charges or credits made against the accounts of the debtors and 
creditors. Such accounts would be cash, or goods, or things of 
that sort. The plan of separating purchases and sales was not 
used until very recently. 

Illustration: 
Dr. CASH Cr. 

Jan. 1. Balance — .$ 1,275.76 Jan. 12. For Count- 

4. F. Wilker, ers $ 600.00 

on acct. .... 80.00 
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F. WiLKER^ Debtor 
Dr. Cr. 

Jan. 2. Sale $ 180.00 Jan. 4. Cash on 

acct .$ 80.00 

MERCHANDISE (COOPS) 

Dr. Cr. 

Jan. 1. Balance (In- Jan. 2. Sale F. 

ventory)..^ 12,000.00 Wilker .....$ 18a00 

15. Purchase 

Antrim & 

Caine 875.00 

FURNITURE AND FIXTURES 

Dr. Cr. 

Jan. 10. Safe .$ 275.00 

(Bold Safe 
& Lock Co.) 
12. Counters 

(Cash) .... 600.00 

Bold Safe & Lock Co. (CREPrroRs) 
Dr. Cr. 

Jan. 10. By Safc.....$ 275.00 

Antrim & Oine (Creditors) 
Dr. Cr. 

Jan. 15. Merchan- 
dise pur- 
chased .....$ 875.00 

As soon as the plan of analyzing the proprietor's side of the 
transaction as outlined above became of general use, it became 
necessary or advisable to record the transactions in a manner 
which would permit the details to stand out prominently. This 
gave rise to the journal; in fact, history tells us that the first 
book of original entry that was in use was a day book wherein 
the general narrative of each transaction was recorded and that, 
following the adoption of the day book, the journal was intro- 
duced wherein each transaction was recopied in proper form to 
facilitate the further recording thereof. 

We find that even to this day some concerns use a day book 
and then transcribe each item found therein into a journal. This 
is not sp unnecessary or undesirable as it seems at first glance. 
Some immediate record always seems necessary when a trans- 
action is entered into. This immediate record in present day 
systems usually takes the form of a mere slip of paper ; it might 
be an invoice, an order, a receipt, a check or, in fact, any evidence 
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which would indicate to the bookkeeper the nature of the trans- 
action. As paper became more generally used, it seems natural 
that the day book became obsolete and that the slips should take 
its place. 

Illustration: 

Day Book 

Jan. 2. Sold F. Wilker on account 600 lamp chimneys 

at 30 cents $ 180.00 

4. F. Wilker paid cash on account 80.00 

10. Bought safe from Bold Safe & Lock Co. on 

account 275.00 

12. Purchased counters for cash 600.00 

15. Purchased merchandise from Antrim & Caine, 

Notions ft Dry Goods 875.00 

Journal 

Dr. Cr. 

Jan. Z F. Wilker 4 180.00 

Sales $ 18a00 

600 lamp chimneys at 30c. 

4. ash 80.00 

F. Wilker 80.00 

On account. 

10. Furniture and fixtures 275.00 

Bold Safe & Lock Co 275.00 

Purchased safe on account. 

12. Furniture and fixtures 600.00 

Cash 600.00 

Counters purchased for 
cash. 

15. Merchandise 875.00 

Antrim & Caine 875.00 

Purchased notions and dry 
goods on account. 

In the natural order of things, the journal itself has been 
the subject of many changes; these, however, we will discuss in 
a later chapter and we will now devote attention more particu- 
larly to those accounts which serve to summarize the transactions 
of the organization either with persons or things or those accounts 
which merely serve to make a permanent record of events for 
future use. 

We mentioned cash and goods a short time ago; both of 
these accounts represent the property of the business organization. 
There are many others which represent its activities. Examples 
of these are expense accounts, sales, purchases, etc. 
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ACCOUNTS IN GENERAL 17 

In the simplest form, expenses, sales and purchases are all 
that are necessary to record the activities of a proprietor, but 
in the ordinarily complex business much greater detail is required 
and the items which would make up these accounts must be split 
up into innumerable accounts which outline in greater detail the 
activities of the proprietor; sales may become sales of products 
or sales of outside purchases. Purchases would be subdivided 
to correspond. Expenses, even in a simple organization, would 
be divided into expense of selling, or of administration, so that 
it is almost impossible to outline definitely all of the accounts 
which could possibly be used. One rule holds true, however. 
It is that wherever an account is used, it should contain items of 
a particular class and the heading of the account should be so 
specific that there is no doubt as to what may properly be con- 
tained therein. 

Illustration: 

S ales Accounts 

Dr. Coal Sales Cr. 

Jan. 2.... J$ 800.00 

3....... 275.00 

4. 78.00 

5 440.00 

Dr. Wood Sales Cr. 

Jan.Z 4 460.00 

3... 220.00 

4. 125.00 

Purchase Accounts 

Dr. Coal Purchases Cr. 

Jan. 2. 4 1,000.00 

5 1,800.00 

Dr. Wood Purchases Cr. 

Jan. 4 .$ 1,450.00 

The necessity for a division of the sales and purchases becomes 
evident when the question of profit or loss on sales arises. If tiiey 
were lumped into one account, no record would be available as to 
whether a loss or profit was made on the coal or wood, nor how. 
much. 

Dr. Expense Cr. 

Jan. 7. Wages, drivers J$ 300.00 

10. Truck repairs 75.00 

10. Warehouse rent 100.00 

15. Insurance 140.00 

15. Manager's salary 200.00 

16. Office supplies 6.50 
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18 ELEMENTARY ACCOUNTING 

17. Gasoline 19.50 

18. Helpers' wages 160.00 

19. Bookkeeper 125.00 

19. Stenographer 110.00 

20. Letterheads printed .. 26.00 

The above items of expense as grouped do not give sufficient 
information. For example, it is impossible to ascertain how much 
it costs to deliver the orders. This would consist of the wages of 
the drivers and helpers and the expense of operating the trucks. 
If we set up the following accounts the information will be 
available : 

Dr. Wages — Drivers and Helpers Cr. 

Jan. 7. Drivers $ 300.00 

18. Helpers .. 160.00 

Dr. Truck Expenses Cr. 

Jan. 10. Repairs $ 75.00 

17. Gasoline 19.50 

This division of expenses of delivery affords a means of 
comparing the cost in various periods and their relation to sales 
and profits. The remaining expenses may be grouped under 
appropriate headings, as Rent, Insurance, Office Salaries, Office 
Expenses, etc., keeping in mind the relation of expense to sales, 
thereby making the books much more intelligent. 

As soon as the business of a proprietor acquired an individ- 
uality, it became possessed of a certain property and in the 
ordinary course of events it became necessary to so record the 
property that it would appear properly identified in the books. 
If the property happened to be real estate, an account would be 
opened bearing the heading Real Estate ; the same would be true 
of bonds or stock and a general heading would suffice, but im- 
mediately the organization becomes possessed of a number of 
properties, a general account heading would not be sufficiently 
specific to indicate a particular property and such headings as 
"23rd Ave Property," "Seattle Improvement Bonds" or U. S. 
Steel Common Stock become necessary or at least advisable. 

Illustration: 
Dr. Hay Inventory Cr. 

Tan. 1 .$ 1,850.00 

Dr. 4th Ave. Bunj)iNcs Cr. 

Jan. 10. $ 3,800.00 

Dr. Kingston Plant and Machinery Cr. 

Jan. 1 $ 800.00 

Feb. 5 750.00 
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ACCOUNTS IN GENERAL 19 

Accounts with property may properly be kept to record the 
holdings of a proprietor at a given time. They may also be used 
to record transactions affecting a given type of property in a 
particular way only; to illustrate, a bond account could be 
charged with all of the purchases of a certain type of bonds. It 
could be credited with all of the sales and, provided the charges 
and credits are recorded at cost, the balance of the account will 
represent the cost of the bonds on hand at a given moment. 

The other type of transaction affecting the property account 
would be used in the case of goods generally handled where each 
individual sale would be from the mass rather than of a par- 
ticular article such as a bond. In this case, all of the purchases 
would be recorded in one account and all of the sales would be 
recorded in another account at their sale price instead of their 
cost. At the end of a given period, an inventory of the goods 
remaining on hand would be taken and the results of operation 
would be ascertained. 

In the first case, the account would always show the balance 
on hand without the necessity of an inventory and the profit 
would be known from day to day; in the second case profits 
could only be ascertained after an inventory. 

We believe an account should be looked upon as something 
more than a mere set of debits and credits under a heading, 
although we must acknowledge that in general the term account 
is intended to mean just such a record. 

For the purpose of outlining the procedure of operating an 
account, let us give consideration to a business that uses slips of 
paper upon which the original details of each transaction are 
recorded, a journal and a ledger. The first step in operation is 
to sort the slips so that all of those of a given t3rpe will come 
together. Quite often they are sorted according to the date of 
occurrence, other times they are sorted according to the nature 
of the transaction. In any case they are arranged in a desirable 
sequence. The slips are then jounalized; this means that they 
are recorded in ai journal in such a manner that all of the 
accounts affected are given prominence. A journal in its simplest 
form is as follows: 
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Journal of John Doe Mfg. Co. 

January, 1922. 
2nd. 

Cash, Dr .$ 50.00 

John Brown, Cr $ 50.00 

John Brown pays his account in full 

We do not know that it is necessary to call the attention of 
the student to the fact that the debits and credits of a journal 
must equal and that the debits usually appear first. It seems 
self-evident that where anything is given it must be received, 
therefore, if an entry is made recording that someone gave some- 
thing and someone else received it, both sides of the record must 
agree. This principle is the foundation of double entry book- 
keeping and if the student will bear in mind the necessity of an 
equilibrium between debits and credits, he will simplify his study 
of bookkeeping immensely. 

In the most simple form, each of the debits or credits is 
posted to its proper account and the accounts will, in the natural 
order of things receive both debits and credits from some source 
and having received both debits and credits the account becomes 
a summary of a given set of transactions. The student will note 
here that we are dealing with accounts to which the items of a 
particular type are posted, such as personal accounts. 

A journal serves to bring into prominence the salient fea- 
tures of a transaction by listing the accounts affected and the 
amounts of the transaction. Having listed the accounts in the 
journal, a further record of the same transaction is made in the 
ledger in the particular accounts affected. Some people post in just 
this way. They pick out all of the transactions affecting a particu- 
lar account and record them in that account ; other people take each 
item following down the page of the journal irrespective of the 
account which it may affect and post it ; still other people believe 
that a combination of these methods is most desirable, they post 
first to one account then to another and then probably three or 
four items to the same account. In any case the result is the 
same. The journal shows all of the transactions of a given 
proprietor in a certain sequence; these items are posted into a 
ledger which merely rearranges them so that instead of being in 
sequence as originally they become classified into certain desig- 
nated groups. 
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The journal ordinarily records the items in sequence accord- 
ing to date. The ledger records the items according to the 
accounts affected. A journal is always looked upon as a book 
of original entry while a ledger in double entry bookkeeping is 
considered as a book of final or subsequent entry. In the entry 
outlined above, we found Cash debited $50.00 and John Brown 
credited $50.00. The debits and credits are equal. We stated 
also that every journal entry should represent debits and credits 
of equal amounts. If we could imagine a set of books wherein 
John Brown and Cash are the only accounts and wherein the 
above entry was the only transaction, we would find a set of 
books wherein the debits equaled the credits. If two or more 
transactions, properly journalized, were included in these ac- 
counts and were properly posted, the debits would still equal the 
credits and our books would still be in balance. We remember 
one of the axioms of algebra as "equals added to equals, the 
results are equal." This is also true of bookkeeping. Entries 
may be added indefinitely and as long as the debits and credits of 
the individual entries are equal, the debits and credits of the 
combined entries must likewise be equal. 

In an ordinary account, particularly those with people, pay- 
ments are made which offset certain specific items on the opposite 
side of the account. This may or may not cover the entire ac- 
count, in which case certain items will remain unpaid and will 
constitute a balance of the account. If certain items have been 
settled, it no longer is necessary to bother with them and in 
ordinary circumstances the balance of the account may be brought 
down starting a new account. This quite often is done by the 
aid of red ink. We, however, fail to see the necessity of such a 
procedure. An amount is entered on the side which requires it 
sufficient to make it equal the opposite side. Both sides then 
being equal a single line is drawn under each of the money col- 
umns and the totals are recorded thereunder. Usually a double 
line IS then drawn under these totals — the double line signifying 
that it balances. The balance which was added to the small side 
is then brought down on the opposite side. This is necessary 
for the reason that one side is greater than the other and it now 
becomes necessary to bring this balance down in a manner which 
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Still will leave that particular side greater, otherwise the books 
would be thrown out of balance. Following is an account illus- 
trating this: 

Cr. 



Dr. 

1921 

Jan. 21. J.l$ 

30. J. 3 

T 


John Bsown 

1921 

100.00 Jan. 3 . 

400.00 30. Balance 

500.00 


1921 

Jaii.30L Baknce .$ 


400.00 



J.2$ 100.00 
- 400.00 

$ 500.00 



In connection with the handling of accounts, we wish to call 
the student's attention particularly to some of the most common 
errors which occur and to outline in a general way some of the 
methods of keeping the accounts of certain classes. Account 
headings may be of such a nature that they do not indicate 
specifically just what should be contained in the account. The 
result is either a misstatement of facts, or confusion. On the 
other hand, an account heading may be proper yet the items which 
are contained under that heading may be of such a nature that 
they could not be classed in that manner. To illustrate : Bonds 
and Other Securities as an account heading could not properly 
indicate the nature of the items or convey the proper information 
about them if the account contained U. S. Liberty bonds, bonds 
of some defunct railroad, and stock in some mining company 
that no one ever heard of; also, an account headed Goodwill 
could not properly contain, as it so often does, discount on stock. 
In either of the cases outlined above, a more specific heading or 
a separation of the items under proper headings would accom- 
plish the desired purpose. We believe we may properly state as 
a rule that no account should be used wherein the account heading 
is an improper description of the items contained in the account 
or where mixed items are contained under one heading if they 
could more properly be shown under more than one heading. 

In the handling of accounts, it quite often is advisable to keep 
certain information out of the regular accounts until some future 
date. An example of this is perhaps best illustrated by a machin- 
ery account and a depreciation account. The depreciation affects 
the machinery and if desired could be recorded in the account 
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under the same heading. If this were done, the cost of the 
machinery would not be shown by the balance of the account 
and, in order that the machinery account would always show the 
cost of the machinery, it is deemed advisable to record deprecia- 
tion in a separate account. Where accounts are operated in this 
manner, the principal account is designated as a major account 
and the secondary account is designated as a minor account. 

Often in the operation of accounts, it is found advisable to 
condense a considerable number of items into one account yet to 
retain the details in some form. The best example to illustrate 
our point is an accounts receivable account representing the ac- 
counts with customers. If a person has in his books many hun- 
dreds of accounts with customers and should desire to keep them 
from his other accounts, he could remove them from his ledger 
and in lieu thereof substitute an account called Accounts Receiv- 
able. If he records the accounts removed accurately and substitutes 
their total in one account, his books will still be in balance. The 
substitution of one amount for a group of items totaling the same 
amount will not in any way aifect the equilibrium of his books 
and if he conscientiously records in the combined account all of 
the items which also belong in the individual accounts and con- 
tinues to do this from day to day his books will still be in balance. 
Where accounts are removed in this manner, they are named 
subsidiary accounts. The account which takes their place in the 
principal books is designated a controlling account. The term 
controlling is used for the reason that the ledger wherein the 
combined account is found is usually balanced first and the 
account wherein the combined figures are recorded is usually 
used to assist in balancing the ledger containing the numerous 
subsidiary accounts which it represents and to this extent controls 
them. 

In the example wherein we mention the machinery and the 
depreciation accounts above, we chose an account which has a 
debit balance for the major account and which has a credit balance 
for the minor account. In this case therefore the minor account 
is an offset to the machinery account. Quite often accounts 
are divided so that the minor account is in fact an adjunct to its 
major account. An example of this would occur in any case 
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where both the minor and major accounts had the same type of 
balances, viz: debit or credit. The best examples we can give 
is that of Cash and Bank ; both of these accounts represent money 
available for disbursement and may properly be combined. 

Still another classification of accounts that we believe may 
be covered at this point is under the headings real and nominal. 
A real account is any account which represents a specific thing, 
while a nominal account represents the activities of the proprietor. 
Real estate, cash and accounts receivable are real accounts, while 
sales, purchases and expenses are nominal accounts. Real ac- 
counts may be further classified into personal and impersonal; 
nominal accounts are always impersonal. Real accounts represent 
assets or liabilities; nominal accounts represent profit and loss 
items, and for the purpose of preparing financial statements real 
accounts may be presumed to belong in the balance sheet while 
nominal accounts will appear in the statement as profit and loss 
items. 
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Chapter II. 

JOURNALIZING 

Books may be kept for the purpose of indicating the progress 
an organization is making; its position at a particular time, the 
property it owns, or the liabilities it owes. Journalizing is mere- 
ly the recording of the transactions. It is of an historical nature 
and many journal entries are followed with very full details of 
the transaction. This historical purpose of the journal greatly 
influences the nature of the entry. If the purpose of the record 
is to control property, the details of the entry will dwell very fully 
upon the nature of the property, the serial number of the units, 
or things of that sort. If the entry is to record progress or 
position, the details of the entry will of course dwell upon these 
features. 

Journalizing is the basic feature of double entry bookkeeping. 
It is through the journal that the debits and credits are picked 
out and recorded to facilitate the posting to the ledger, and the 
equilibrium of the transaction is maintained. In fact, double 
entry bookkeeping differs from single or simple entry only to the 
extent that both sides of a transaction are recorded, that is, the 
transaction is recorded both from the standpoint of giving and 
receiving while single or simple entry only looks at the trans- 
action as it affects the people who deal with the proprietor. If 
they give something, it records the gift; if they receive some- 
thing, it records the receipt, without in any way recording the 
fact that each transaction also affects the proprietor. Under 
simple entry, debits and credits are recorded without any attempt 
to show their relationship. Under double entry, each debit must 
have its corresponding credit. Debits are used to record ex- 
penses or assets, while credits record income, liabilities or pro- 
prietorship ; or, if we care to look at the matter more in detail, 
debits may be stated as showing expenses, assets, and offsets to 
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income, liabilities or proprietorship, while credits may be defined 
as showing income, liabilities, proprietorship, and offset to ex- 
penses and assets. It is true to a certain extent, that an offset to 
an expense or asset might create income or a liability, or con- 
versely, an offset to income or a liability might create an expense 
or an asset but we believe for general purposes the above outline 
may be accepted as correct. 

A journal entry may take on a variety of forms depending 
entirely upon its nature or the volume of information that is 
desired to be recorded and also the ease with which it may be 
considered in connection with other similar entries. 

In its simplest form, a journal entry would be about as 
follows : 

Jan. 3, 1920. 

Cash J$ 50.00 

John Smith $ 50.00 

John Smith pays $50.00 on account. 

If John Smith claimed a discount on his bill, the cash re- 
ceived would be less than is recorded above and this would give 
rise to two debits offsetting one credit. The entry would be 

Jan. 3, 1920. 

Cash 4 49.00 

Discount 1.00 

John Smith $ 50.00 

John Smith pays his bill in full 
less 2% for cash. 

This type of entry is called a complex entry. The same form 
would be used to form a compound entry ; viz., an entry wherein 
two or more transactions of a particular type affecting a par- 
ticular account are recorded jointly. The form would be : 

Jan. 3, 1920. 

Cash 4 100.00 

John Smith $ 50.00 

James Brown ~ 50.00 

Brown and Smith pay their 
accounts in full. 

If both of these parties took discounts, the entry would be 
even more complex and possibly could be designated as com- 
pound complex. The entry would be : 
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Jan. 3, 1920. 

Cash $ 98.00 

Discount 2.00 

John Smith ... $ 50.00 

James Brown 50.00 

Smith and Brown pay their 
accounts in full less 2%. 



There are many cases where an entry of this sort may be en- 
tirely proper but we believe that it is well to avoid the making 
of entries which require very much effort to elucidate. Such 
an entry might cause considerable confusion, particularly, if one 
of the parties claimed a discount of 1% while the other party 
claimed a discount of 2%, and where some difficulty might be 
found in determining just how much discount each party claimed. 
In an example such as this, the difficulty does not seem very great, 
but we believe that one of the greatest difficulties which auditors 
encounter in their work is that of determining the exact effect 
of each entry. This is due primarily to the failure of bookkeepers 
to separate the transactions and also to carelessness when filling 
in the details. Such difficulties may be overcome, in part at least, 
by adopting the policy of limiting at least one side of each journal 
entry, to one item. While this policy will be found almost im- 
possible to follow in certain rare cases, its general application will 
be found to be of much value to the auditor or anyone subsequent- 
ly reading the entries. 

In almost any set of books where very much journalizing 
occurs, many transactions of like type will be found. For in- 
stance, in a particular set of books, there may be a great many 
transactions affecting notes receivable, exchange machines re- 
ceived for credit on new machine sales, return sales, or things of 
that sort. Under the ordinary form of entry, notes receivable, 
exchange machines, or the sales account would receive many 
entries during the month. In order to eliminate these numerous 
postings and to facilitate finding any particular entry of a given 
type, it is quite often deemed advisable to allocate an entire page 
or even more than one page upon which all of the entries of a 
given type may be recorded. Each month the bookeeper will 
start his journal by making entries like the following— -each on 
a separate page. 
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Notes Receivable 
Sundries 

4> 4> 4> 4> * 

Exchange Machines 
Sundries 

* * * 4> 4> 

Sales 

Sundries 

This arranges a page or more for each class of numerous 
entries which he expects to encounter during the month. Entries 
of a general type not affected by these specific pages will be re- 
corded as is customary and usually will be found on the pages 
just following these entries which have been specifically provided 
for. Entries affecting the specific accounts for which pages have 
been allocated will be recorded in sequence according to date, and 
at the end of the month the total of the group of entries will be 
entered in the proper place at the top of the page and then posted 
to the account affected. In all of the accounts which we have 
listed above it appears that we have chosen debits only. The same 
procedure could be followed for credit accounts as well. 

It will be noticed that this form of journal entry is the same 
as the compound entry mentioned above, differing only to the 
extent that there are more accounts affected. A journal page of 
this sort would look something like the following: 



Jan. 1921. 

Notes receivable - $ 575.00 

Sundries - 

4. 

John Smith - ~ 

No. 1. Feb. 3 $ 50.00 

No. 2. Mch. 3 50.00 

No. 3. Apr. 3 50.00 

$ 150.00 

6. 

Jas. Brown 

No. 1. Feb. 5 $ 80.00 

No. Z Mch. 15 75.00 

No. 3. Apr. 25 70.00 

$225.00 



150.00 



225.00 
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27. 

Isaac Walton $ 200.00 

No. 1. Feb. 26 J$ 100.00 

No. 2. Mch. 26. 100.00 



$200.00 



Another form of journalizing is prepared by substituting col- 
umns for pages. This permits all journal entries to be recorded in 
sequence according to date so that all transactions on a given day 
will come together. The individual page form shows all trans- 
actions classified, first according to account affected and, second, 
according to date. An ordinary journal has but two money 
columns, one for the debits and one for the credits. Usually 
these money columns are found on the right hand side of the 
detail columns. The columnar journal is provided with addi- 
tional columns for each special class of items to be recorded there- 
in. At the end of the month, the total of these special columns 
is posted in the proper account as one entry, thereby saving the 
posting of the many items which would be necessary if each item 
were posted separately. This produces the same result as the 
individual page entry but the entries of a class appear throughout 
the journal instead of all on one page. 

Special columns for items of a given class may be added to 
almost any extent, subject only to limitation by the size of the 
paper which may be purchased, but it is usually found that where 
a book contains over 15 or 20 columns it results in considerable 
waste of time and space and greatly increases the possibility of 
errors in making the record. The writer has seen books which 
were so large that when open they would extend beyond the sides 
of an ordinary high desk and when closed would still be too large 
to put in a large safe. In one :ase we know of, a bookkeeper was 
compelled to remove the sheets from the binders each night so 
that they could be rolled up and placed in the safe for safekeeping. 
This particular bookkeeper used a rubber thimble so that he could 
follow the lines along the page without wearing the skin off his 
finger. In some cases, he was compelled to follow a line seven or 
eight feet in order to make an entry and by the time he was ready 
to make the entry he possibly had to go back to the beginning to 
verify the amount which he was supposed to record. When we 
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Stop to realize that a line is a line no matter how long it may be 
and that under the usual form of bookkeeping no more can be 
entered on one line than on another, at least as far as the money 
columns are a factor, it will be seen that there is a great waste 
of very expensive paper where a book of unusual width is used. 

This type of journal is covered more fully in a later chapter 
and hence will not be explained further here. 

The author recommends that special books be used to record 
items of a type in any case where the inclusion of special columns 
in the regular journal would result in an unwieldy book. Cases 
of this sort, where all of the transactions of a given kind are 
recorded in a particular book, gives rise to such names as sales 
book, cash book, purchase book, etc. ; the name indicating the type 
of transaction recorded therein. These special books will be dis- 
cussed more fully in a succeeding chapter. 

In the preceding chapter, we mentioned controlling accounts, 
explaining how a group of accounts could be removed from one 
ledger and the total substituted therefor. Wherever this is done, 
some method of recording the entries is necessary which will 
permit the recording of any transaction affecting the account in 
a subsidiary ledger in such a manner that it will be posted also 
to the controlling account in the general ledger. To illustrate this, 
we will take a series of transactions affecting the controlling 
account to show how they should be recorded. 

Purchases $ 165.00 

Accounts payable controlling account... $ 165.00 

John Smith 
Inv. of Jan. 2. $ 75.00 

Helen Ardelle 
Inv. of Jan. 5 20.00 

Schwabacher Grocery 
Inv. of Jan. 8 30.00 

Imperial Candy Co. 
Inv. of Jan. 12. 40.00 
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In the general ledger, $165.00 will be posted to the debit of 
purchases and the same amount will be credited to the accounts 
payable controlling account. This will leave the general ledger 
in balance inasmuch as the debits equal the credits. As the con- 
trolling account represents the subsidiary ledger, the credits there- 
in must equal the credits to the controlling account and the debits 
therein must equal the debits to the controlling account ; therefore, 
in order to keep the subsidiary ledger in agreement with the con- 
trolling account, each of the persons or the firms from whom 
goods were purchased during the month must be credited and the 
total of the credits must agree with the credit to the controlling 
account — in this case $166.00. This gives rise to a three way 
entry, two of which affect the general books and the third which 
is made for the purpose of recording in the subsidiary ledger the 
details represented by the total which has already been recorded 
in the controlling account. This type of entry must be made in 
any case where a subsidiary ledger is used. 

Subsidiary ledges are possible of use for accounts payable, ac- 
counts receivable, notes receivable, and in fact almost any type of 
account the entries to which are found to be so numerous that it 
is deemed advisable to separate the amounts from the general 
books. This type of entry may be found in an ordinary journal, 
in a journal wherein certain pages are set aside for a given type 
of entry, or in a journal where special columns are provided. In 
any case, the three way posting must be made in order to keep all 
of the books and accounts in agreement. 

In addition to the mere form — ^viz., common, complex, com- 
pound, etc. — ^journal entries should also be considered from the 
standpoint of their purpose or object and a word at this time 
relative to special entries may not be amiss. 

Where books are highly systematized, there is very little use 
for a regular journal for the reason that most of the entries have 
particular books or records prepared for them. In this case, the 
principal function of the general journal is to care for adjustments. 
Adjustments occur wherever it is necessary to make a correction, 
to open or close the books, or in fact under any condition where 
anything out of the ordinary occurs. 

Where errors have been made in the books, it is usually con- 
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sidered very poor form to make an entry directly correcting the 
error. For instance, through some error, an item is charged to 
general expense which should have been charged to commission. 
The entry charging commission and crediting expense is not 
proper. The proper plan is to reverse the erroneous entry and 
then make the correct entry. In simple cases of this sort the 
importance is not so very apparent but in a large set of books 
where the details are much more complex than outlined above, it 
Is vitally important that the bookkeeper reverse the one entry and 
make the proper entry in the records. 

When closing the books, it is usually found necessary to ad- 
just a considerable number of accounts, examples of these are 
rent, commission, salary, interest and in fact any account which 
represents items which accumulate from day to day. The state- 
ment which we have all heard so many times that a good book- 
keeper can always tdl the exact financial condition of his employer 
is somewhat erroneous ; in fact, it would be an indication of very 
poor bookkeeping if the rent, interest, etc., of each day were re- 
corded in the books. Items affecting such accounts are usually, 
entered only as the actual transactions occur and adjustments are 
made only when the books are being closed or reports are being 
prepared which require the actual ascertainment of the amount 
involved. 

There are two methods of adjusting the books for the pur- 
pose of closing. One is to make a journal entry which will correct 
the accounts and throw the balance into a minor account until the 
books are closed, after which the entry will be reversed. As an 
example of this, we cite the rent account. We will presume that 
the rent is paid at the rate of $200.00 per month on the 15th of 
the month. At the end of any month or year, half of the rent 
paid on the 15th, if it is paid in advance, will be consumed and 
the remaining half will be a charge against the succeeding period. 
Under the most popular plan, a journal entry is made debiting 
Rent Paid in Advance and crediting Rent $100.00. This will 
leave an asset on the books representing $100.00 paid for the next 
period. The other plan of procedure and the one which we usually 
recommend is that of debiting the profit and loss account or other 
closing accounts with the proper expense for the period and 
crediting the rent account. This plan will leave a balance in the 
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rent account equal to the amount paid in advance. This plan has 
the advantage of the first to the extent that it is more direct and 
also that it avoids the necessity of making a reverse entry trans- 
ferring the amount from the prepaid rent account back to the rent 
account at the beginning of the succeeding period. The account, 
when operated in this manner will appear as follows : 

RENT ACCOUNT. 

Jan. 1. Balance bro't Jan. 31. Profit & loss.4 200.00 

for'd J$ 100.00 Jan. 31. Balance car- 
Jan. 15. Cash 200.00 ricd forU 100.00 



$ 300.00 $ 300.00 

Feb. 1. Balance bro't 

down 4 100.00 

The above example merely illustrates a general type of trans- 
action. The same principles occur in almost every account which 
requires adjustment when closing the books. 

Adjusting entries also occur in many cases where goods have 
returned to creditors or have been received in return from cus- 
tomers. In all cases, the plan outlined above of reversing the 
entry is desirable of use. 

There is one point, well worthy of mention at this time. 
It is in connection with the use of a controlling account. It 
must be borne in mind that every entry which affects subsidiary 
records must be journalized in such a way that its effect will also 
be reflected in the controlling records; therefore, wherever it is 
desired to adjust an accounts receivable or accounts payable ac- 
count and the books are operated under a controlling account 
system, the entry must be made so that it will fall wholly 
within the general books, but will have a memorandum which 
will permit a three way posting to the subsidiary records. The 
entry to record the return of goods from a customer would be: 

Sales .$ 50.00 

Accounts receivable $ 50.00 

Jno. Brown $ 50.00 

Jno. Brown returned goods to the 
above amount. 
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The above entry is made without giving consideration to specially 
ruled books. Where books are used with special columns, it 
simplifies the making of such an entry as all of the amounts affect- 
ing a subsidiary ledger will be entered in one column. 

There are a considerable number of cases where it is deemed 
advisable to make a record in the books of account to record some 
fact which may or may not affect the operation of the business. 
For instance, if a person discounts a note at a bank and the maker 
is no doubt responsible, it may usually be presumed that no further 
record is necessary, yet good bookkeeping requires that a memo- 
randum of the transaction be kept so that contingent liabilities 
will become known and will be properly recorded on any financial 
statement that might be prepared in the interim. 

For example, let us follow the transaction that might or- 
dinarily be expected to affect a negotiable instrument. 

Its receipt would be recorded : 

Notes receivable -$ 100.00 

Richard Rowe $ 100.00 

Note for $100.00 received this day. 

If the note is discounted at the bank, the credit could properly be 
placed to the notes receivable account; this plan, however, does 
not show the contingent liability and it is therefore necessary to 
make the entry, 

Cash 4 98.00 

Discount on notes receivable 2.00 

Notes receivable discounted $ 100.00 

Richard Rowe's note discounted 
this day. 

The books will show the $100.00 note recorded in two places. It 
will appear in the notes receivable account as an asset and in the 
notes receivable discounted account as a liability. In effect, these 
entries offset each other — ^this is limited, however, to the extent 
that liabilities must always be paid in full while assets are subject 
to scaling. If this plan is adopted, any statement prepared from 
the books will necessarily show the contingent liabilities. If the 
first plan outlined is adopted instead, the contingent liabilities 
would only be shown if the party making the statement was fully 
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aware of the details of the transaction or had made an exhaustive 
search of all of the records. The author's experience has been 
that very few records of notes receivable lend themselves readily 
to the ascertainment of the contingent liabilities unless they are 
operated as outlined in the second plan mentioned above. 

Taking up our example again, we will presume that this 
instrument is paid at maturity. When this is done the contingent 
liability ceases, therefore the notes receivable discounted account 
may be eliminated from the books with the entry : 

Notes receivable discounted J$ 100.00 

Notes receivable — $ 100.00 

Richard Rowe's note paid in full. 

If, however, Richard Rowe should fail to pay the note and the 
proprietor were called upon to pay it, the entry would be : 

Notes receivable discounted $ 100.00 

Cash $ 100.00 

This, then, would leave the notes receivable account on the books 
but the account would not be offset by the notes receivable dis- 
counted account. 

Some authors maintain that the notes receivable account 
should only contain current notes which have not matured due 
and that notes which have been returned for any reason should 
be charged back to the maker. The author fails to see the merits 
of this plan and does not recommend it. 

Still another type of memorandum accounts which is often 
met with, contains those which are intended to serve as a control 
over the movement of property. Probably the best example of this 
t3rpe is the branch office stock account. If goods are shipped to a 
branch, no actual monetary transaction occurs, yet it is often 
deemed desirable that a book record be made thereof. For this 
purpose, the goods are allocated certain prices and a memorandum 
entry is made debiting branch office stock and crediting branch 
office sales with the goods at the value determined upon. If the 
branch office should sell any of these goods or otherwise dispose 
of any of them, it is entitled to a credit at the same rate for which 
it was billed. 
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To illustrate, we will presume that 10 cases of commodity 
"X" are shipped to Tacoma and that the arbitrary price thereon 
is $3.00 per case. An entry will be made as follows : 

Tacoma branch office stock. -$ 30.00 

Sales to branch office $ 30.00 

10 cases of commodity "X" 
at $3.00 each. 

If the Tacoma office should sell or otherwise dispose of 3 cases 
of this product, it would be entitled to a credit of $9.00 irrespective 
of the price for which the articles were sold or disposed of. The 
entry therefor would be : 

Sales to branch office. J$ 9.00 

Tacoma branch office stock $ 9.00 

3 cases commodity "X" sold. 

We wish to impress upon you the necessity of keeping the 
memorandum transactions in such a manner that the financial 
records will not be unduly affected thereby. The writer quite often 
has seen where great difficulty has been encountered because of 
a deviation from this rule. In one particular case under a con- 
dition similar to that outlined above, the bookkeeper made an 
entry similar to the following: 

Cash J$ 10.00 

Tacoma branch office stock. $ 9.00 

Profit and loss. 1.00 

This transaction failed to give consideration to the credit to sales 
for the period. It properly adjusted the branch office stock ac- 
count but failed to adjust the sales to branch office account. 
Entries should have been made adjusting the branch office stock 
account and sales to branch office account; first, however, the 
transaction should have been recorded just as if the branch office 
account had not been in existence, with the entry : 



Cash $ 10.00 

Sales $ 10.00 
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Another type of entry, which we often see, is found under a 
condition where stock control is desired even though there may 
be no branch office. This is particularly true in concerns handling 
jewelry, adding machines, real estate, typewriters and things of 
that sort. Any of these concerns may carry accounts on its books 
representing the assets on hand at cost. Whenever a sale occurs, 
the cost of the asset sold is removed from this account and the 
profit or loss on the transaction is recorded separately. 

To illustrate: a real estate company has an account in its 
books representing the cost of a certain tract, and each lot in the 
tract has been allocated a given portion of this cost. We will 
presume that one of these lots which the records show as costing 
$900.00 is sold for $1200.00. The entry to record the transaction 
is, 

ash 4 1,200.00 

Real estate at cost, lot No. 1 ^ $ 900.00 

Gross profit on real estate sold 300.00 

Lot No. 1 is sold at a profit. 

This type of entry is particularly desirable wherever the actual 
gross profit on each day's or period's transaction is desired. 

A record of assets kept as outlined above is called a perpetual 
inventory. It is desirable of use in any case where the value of 
the items is of such magnitude that such a detailed record is not 
too expensive. It is often used for items such as clothing but a 
case of this sort is very near the point where such a record 
becomes cumbersome and hence is undesirable. We have seen 
it operated in a clothing concern to an extent where it included 
neckties, cuff buttons, etc., but we do not advocate its use under 
such a condition. We doubt very much if a record of this sort 
can be accurately kept where there are innumerable small trans- 
actions and believe there are many other plans any of which can 
be adopted with more satisfactory results. 

Our experience has been that the physical inventory of in- 
numerable small items taken after a considerably long period of 
operation will be entirely out of agreement with the perpetual 
inventory covering the same goods. Wherever this condition 
exists and the books are being closed, it is necessary to correct 
or adjust the perpetual inventory so that it will agree with the 
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physical inventory. If, as is usually the case, the physical in- 
ventory shows an amount less than the perpetual inventory the 
entry is: 

Gross profit on sales Jf 00.00 

Croods, or stock control $ 00.00 

To adjust perpetual inventory. 

A converse entry would be made if the physical inventory showed 
more goods on hand. Gross profit requires adjustment for the 
reason that it received credit for the wrong amount during the 
period of operation. 

We recently discussed the subject of major and minor ac- 
counts dwelling particularly on the fact that the minor account 
is still a portion of the major account even though the items may 
be recorded under a separate heading. We cited particularly the 
case of machinery where the cost of a machine is recorded in the 
major account and the reserve for depreciation thereon is recorded 
in the minor account. We will presume that the major account 
is intended to be a stock control of machinery on hand at cost, 
also that the reserve for depreciation account contains specific 
amounts relating to each machine. If a particular machine is 
disposed of, the cost thereof must be removed from the major 
account and simultaneously the provision for depreciation must 
be removed from the minor account, otherwise we may have 
amounts in the machinery account which do not represent a par- 
ticular item or conversely we may have the provision for de- 
preciation in the minor account long after the machine to which 
it relates is disposed of. 

To illustrate, we will presume that a machine costing $900.00 
for which depreciation has been provided to the amount of 
$400.00, is sold for $600.00, the entry will be: 

Cash ^ J$ 500.00 

Reserve for depreciation - — 400.00 

Machinery account « $ 900.00 

Machine is sold at its book value. 

If, in the case above, an amount had been received other than 
$500.00, a profit or loss would have resulted and the profit or loss 
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account would have received the amount by which the sale price 
differed from $500.00. The entries in the major and minor ac- 
counts relating to the machinery would be the same. 

Without in any way attempting to bring up new princi- 
ples, we wish to make mention of entries to open or close a set 
of books. Opening a set of books consists merely of making a 
journal entry to record all of the assets, all of the liabilities and 
the net worth. There may be some deviation from this rule in 
partnerships or corporations but we can overlook these at this 
time. An entry of this sort might look something like the fol- 
lowing: 



Cash ^ 600.00 

Accounts receivable 800.00 

Inventory i;200.00 

Plant 1,500.00 

Accounts payable — $ 2,000.00 

John Smith, capital 2,100.00 

John Smith opens his books this day 
with the above assets and liabilities. 



The above entry starts the books off with equal debits and credits 
and to this extent is in the double entry form. This permits the 
future operation of the books under double entry. If prior to 
opening the books under double entry, Smith had been operating 
the business and had been using a single entry ledger, which he 
now desired to continue, in which the accounts receivable and 
accounts payable were already recorded, these two items should 
not be posted again, therefore, they should be checked showing 
that they had already been posted. 

The outline above describes the method of converting single 
entry books to double entry. In order to do this, the student 
need only to bear in mind that it is necessary to prepare in journal 
entry form a statement of assets, liabilities and proprietorship in 
such form that the total debits equal the total credits. Items 
which already appear in the original books need not be posted 
again if the original books are to be used. Other items must be 
posted in order to bring the books into balance. 

A statement of assets and liabilities is a statement prepared 
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from books or records not kept under the double entry principle 
which shows the financial condition of some person or organiza- 
tion. It differs from a balance sheet principally in the source 
from which the items originated and may assume the same form 
as a balance sheet. The term statement of assets and liabilities 
may be presumed to relate to single entry books while the term 
balance sheet relates to double entry books. 

Following is a common form of statement of assets and lia- 
bilities : 



Statement of Assets and Liabilities 
Of John Jones 

Assets LiabUities 

Cash 4 3,800.00 Notes payable J$ 1,200.00 

"X." Johnson 800.00 "Y" Trading Co.... 600.00 



Notes receivable...... 1,200.00 



ToUl liabilities....! 1,800.00 
Net worth 4,000.00 



Total assets-.... $ 5,800.00 $ 5,800.00 



To close a set of double entry books for the purpose of 
ascertaining profits, the first step is to make entries to adjust all 
of the accounts so that they will accurately show the condition 
as of the day of closing. This requires computing the rent, in- 
surance, etc., paid in advance, and the interest, wages, etc., which 
have accumulated but have not become due. Entries must then 
be made transferring the proper profit or loss on each item to the 
profit or loss account. This will leave all of the assets and lia- 
bilities, the profit and loss account, and the proprietor's account. 
If the profit and loss account is closed into the proprietor's ac- 
count, the proprietor's account will then show the true net worth 
as of the day of closing. 

Qosing the books for the purpose of winding up a concern 
merely consists of working out each item and throwing the results 
of realization or liquidation into the proprietor's account. To 
illustrate we will presume we have a concern with the following 
balance sheet: 
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Balanck Shebt 

Cash 4 500.00 Accounts payabl«^4 1.600.00 

Accounts receivable 900.00 

Inventory 1,500.00 

Plant 1,200.00 Proprietor 2,S0a00 



$ 4,100.00 $ 4,100.00 



We will presume also that the accounts receivable net $760.00, 
inventory $1,200.00 and the plant $1,000.00. 

To record their disposal will require entries as follows: 

Cash $ 750.00 

Realization 150.00 

Accounts receivable $ 900.00 

Accounts receivable disposed of at 

a loss of $150.00. 

Cash $ 1,200.00 

Realization 300.00 

Inventory $ 1,500.00 

Inventory is sold at a loss of 

$300.00. 

Cash 4 1,000.00 

Realization 200.00 

Plant $ 1,200.00 

Plant is disposed of at a loss of 

$200.00. 

The realization account in this case becomes something analogous 
to a profit and loss account and should be closed into the account 
of the proprietor with the entry, 

Proprietor 4 650.00 

Realization $ 650.00 

The books of the proprietor will now show : 

Balance Sheet of John Dob 

Cash 4 3,450.00 Accounts payable^^ 1,600.00 

Proprietor 1,850.00 

$ 3,450.00 $3,450.00 
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The next step in winding up the business is the paying off of the 
liabilities. The entry will be : 

Accounts payable J$ 1,600.00 

Cash $ 1,600.00 

The books will now show the cash on hand $1,850.00 equaling the 
amount of the proprietorship. The proprietor now takes this 
money and the necessary entry is : 

Proprietor $ 1,850.00 

Cash $ 1,850.00 

In closing a set of books, we have found that the majority 
of inexperienced bookkeepers fail to remember that the books are 
in balance and must remain in balance and that if each transaction 
is properly recorded, in the natural working out of the accounts, 
the remainder will represent the amount which the proprietor 
takes. It is therefore only necessary, when winding up the books 
after all of the adjustments have been made, to debit the pro- 
prietor with the amount he takes, crediting the cash or other 
accounts representing the things taken. 
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Chapter III. 
TRIAL BALANCE 



Trial balances are peculiar things. All bookkeepers feel 
the necessity of taking them periodically yet they all acknowledge 
that a trial balance does not prove that the books are right and in 
fact proves but very little. Books may be in balance yet any 
ntunber of accounts contained therein may be wrong. Conversely 
a person may not be able to get a trial balance from his books yet 
his books may be in balance and all of the accounts contained 
therein perfectly proper. 

A trial balance is a distinctive feature of double entry book- 
keeping. This does not mean that single entry books have no 
method of proof but rather that the plan of drawing off balances 
and making debits equal the credits is not readily adaptable to 
single entry. About all that can be said for a trial balance is that 
it is reasonable proof that the debits posted equal the credits 
posted. It is true that errors might have occurred which offset 
each other, but the ordinary bookkeeper feels that if he is able to 
prove his balance his books are reasonably accurate and he is 
justified in continuing with his work. 

There are a number of distinct methods of drawing off a 
trial balance. The two most popular are by listing balances, and 
by listing the totals of the debits and credits. 

The following is a trial balance for the same organization 
showing the two types. 
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Tkial Balances 



"A" "D" Trading Company 



Proof by Balances 

Cash 

Acccmnts receivable 
Accounts payable 

Inventory 

Sales 



Purchases 

Furniture and fixtures 
Capital 



Proof by Totals 

Cash 

Accounts receivable 

Accounts payable 

Inventory 
Sales 



1,500.00 
1,250.00 

4,200.00 

2,675.50 
500.00 



895.50 

5,670.00 

3,560.00 



$ 10,125.50 $ 10,125.50 



..$ 4,420.00 
5,670.00 
1,780.00 
4,200.00 



Purchases 

Furniture and fixtures 
Capital 



2,675.50 

500.00 

1.140.00 



$ 2,920.00 
4.420.00 
2,675.50 

5,670.00 



4,700.00 



$ 20,385.50 $ 20385.50 



Proof by totals is perhaps the easier to draw off. It cer- 
tainly is the easier where adding machines are used and where 
the balance of each account is not recorded in the ledger. Its 
use, however, is not recommended as ordinarily the other methods 
are so much more desirable. 

Proof by balances is the easier where a ledger is used where- 
in balances are recorded but its use is advisable even where bal- 
ances are not recorded in the ledger and where the balance has 
to be computed on each ledger account. On account of the net 
amounts which it contains, this form of trial balance is pre- 
ferred when preparing financial statements and reports conveying 
other information. In nearly all cases, balances are more impor- 
tant than totals and if totals are given in trial balances they have 
to be reduced to balances before the figures can be used. For this 
reason proof by balances is recommended for ordinary use. 
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Trial balances may also be prepared with the idea of securing 
special information therefrom and, in such a case, it is usually 
drawn off in such a manner that it will lend itself readily to the 
purpose for which it is to be used. A good example of this is 
found in a case where current transactions are used for the pur- 
pose of preparing monthly statements. In this case, the balance 
is drawn off in such a manner that the changes in the accounts 
during the month are given prominence so that they may be used 
in preparing the monthly reports. This is called the six-column 
trial balance. 

A trial balance is usually prepared with but two money 
columns, one for debits and the other for credits. In these col- 
umns are recorded the balances or totals according to the system 
in use. If information is desired to show the change in the ac- 
counts during the month, as mentioned above, six columns are 
usually used. In this case, the first two columns represent balances 
at the beginning of the month, the next two columns the entries for 
the current month, and the last two columns the balances as at the 
end of the month. This form of trial balance is a little more 
elaborate than the others and has at least one disadvantage but 
people who have used it claim so many advantages for it that 
we recommend it in any case where bookkeepers are inexperienced 
or where monthly financial statements are prepared. The dis- 
advantage is that it is more difficult to draw off and it takes a 
little bit more time. We have tested this objection and find that 
the additional time required is approximately 10;%. This is out- 
weighed by the advantages derived by the ability to prove the 
figures as they are being placed on the trial balance. The other 
advantages make its use extremely desirable. 

If you will take any ledger account and find the balance at 
the first of the month — ^which for our purpose we will presume is 
a debit balance — ^and add to this the charges for the month and 
deduct the credits for the month, you will get the amount of the 
new balance. Each of these figures should be entered on the 
proper line and in the proper column on the trial balance. If 
you will then take the totals of the two sides of your ledger 
account and find their difference, then compare this difference 
with the balance of the account as shown by the trial balance, it 
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will prove the accuracy of your work and you know just how 
much it means to you to be certain that the amount you have 
placed on your trial balance, without a reasonable element of 
doubt, is the proper amount as shown by your ledger. The writer 
has in mind a case where a bookkeeper operating ledgers contain- 
ing over 700 accounts had drawn off his balances for sixty con- 
secutive months without having to check his ledger. Another 
advantage of this type of trial balance is that additions of each 
page may be proven separately. 

Following is a sample of this t}rpe of trial balance : 
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If you will look at any one of the accounts shown in the 
above trial balance, you will find that the items in columns one, 
three and six will equal the total of the items found in columns 
two, four and five. If this is true of any one account, it is true 
of all of the items in a particular group be that group a half a 
page, a page, or the entire trial balance. After the items have 
been listed on the trial balance and totaled, it is only necessary 
to verify the page totals in order to determine on which page an 
error has occurred. Verification of this sort will bring to light 
two types of errors ; debits which may have been entered as credits 
or vice-versa, or improper figures which may have been listed. In 
each case, it is possible to determine in which columns the error 
could have occurred and with very little effort the particular 
account affected. This, by the way, can all be done by reference 
to the trial balance only. It does not require reference to the 
ledger. 

After the entire trial balance has been accurately drawn off 
and totaled, the first step in proving is to verify the accuracy of the 
first two columns. These columns must agree with the preceding 
trial balance. If they do not, it is only necessary to check down the 
two lists of items as shown by the two trial balances to discover 
the difference. We then have a positive starting place and, inas- 
much as these two columns balance and may be eliminated, it may 
then be said that the total of columns three and six is equal to the 
to'al of columns four and five. The next step is to prove the accu- 
racy of columns three and four. Reference to the books of original 
entry will disclose that certain amounts have been posted to the 
ledger and inasmuch as all amounts are posted, both debits and 
credits, it is self-evident that the total of either column three or 
four will equal the total of the books of original entry. If column 
three does not agree with these totals the account by which it is in 
error can be very readily ascertained and usually can be picked 
out of the books without difficulty. If it is necessary to do any 
checking from the books of original entry, it can be done directly 
to the trial balance instead of to the ledger, and from there to the 
trial balance, thereby avoiding the possibility of making any error 
in checking from the ledger to the trial balance. 

Double entry books are built up on the theory that the debits 
equal the credits, therefore column four must equal column three ; 
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if it does not the same procedure should be adopted to determine 
the amount which it is in error and to locate this difference. 
After columns three and four have been made to agree, it is only 
necessary to bring columns five and six into agreement. If an 
error has occurred in making the corrections, it can be very 
quickly ascertained by proving each page across — ^bearing in mind 
that the total of columns one, three and six must equal the total 
of columns two, four and five. 

Another advantage of this type of trial balance is that it 
avoids the necessity of closing the books each month where 
financial statements are prepared monthly. We find that many 
accountants reconmiend that the books be closed each month 
and that a profit and loss account and balance sheet be prepared 
therefrom. The same information can be obtained from a six 
column trial balance and this procedure will avoid the necessity 
of unscrambling the twelve months' records in order to get the 
total of the year's records for the purpose of preparing reports 
for a twelve months' period. 

The writer's experience with books operated under a plan 
where they are closed monthly has been most unsatisfactory. He 
finds that the bookkeeper is quite often compelled to make in- 
numerable entries adjusting one month against the other; for 
instance, entries may occur in March which rightfully belong in 
February. The books having already been closed for February 
and the accounts summarized in the profit and loss account, the 
bookkeeper feels it necessary to adjust the profit and loss account 
instead of posting to the proper expense or other account. The 
result is that at the end of a year it is not only necessary to take 
the twelve financial reports that have been prepared and con- 
solidate them but it is also necessary to take all of the adjusting 
entries which have been made and correct them. This, then, 
gives rise to summaries of transactions which are kept outside of 
the books and which are very easily lost, with the result that if 
after a few years have elapsed, it becomes necessary to secure 
information for verifying reports to the Internal Revenue De- 
partment or for some other reason, the records from which the 
reports were prepared usually cannot be located. This, as you 
will readily see, causes endless difficulties. 
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Still another use of the six column statement is in con- 
nection with a report from branch offices. A branch can be called 
upon to furnish details of all charges and credits entered on its 
books during a particular period. They can report to the home 
office, sending in a trial balance as a basis, with auxiliary reports 
showing the details making up the items listed thereon. As an 
example, if a branch office trial balance records sales of $10,- 
000.00 and return sales of $500.00, it will send in to the home 
office subsidiary reports showing the accounts receivable affected, 
also just what units make up the totals sold or returned. If the 
company keeps a detailed record of the units and the report shows 
fifty units sold and three units returned, the home office can 
readily determine just how many units the branch should have on 
hand. 

Errors in books may be classified under five or six types. In 
many cases thcv are a natural result of an improper system, in 
other cases they are just ordinary carelessness. 

We have in mind a system of accounts wherein reverse 
entries are listed in red ink. To illustrate, all of the sales are 
listed in a particular book in black ink, the return sales are listed 
in the same book in r^ ink. The bookkeeper is supposed to 
subtract the red ink items from the black ink items automatically. 
It seems simple enough to do but those who have tried it find that 
it causes considerable confusion and, if an error happens to get 
by, it requires many hours of hard labor to spot the inaccuracy. 

A common error is to fail to post some particular item. If 
the bookeeper happens to be unable to concentrate his thoughts, 
he might check an item as being posted yet fail to post it. The 
only way to find the error is to check out the records in detail 
unless it can be spotted in some way. 

Still another type of error which is very common in certain 
sets of books is one where an item is entered in the wrong column 
so that it is posted in the general ledger three times instead of 
two. The writer remembers an experience he had very early in 
his career where a 67c item caused him many hours of difficulty. 
This item was in the cash book, appearing as follows : 
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Dr. Cash Book Cr. 

Acct. Rec. Diic. Misc. Expenie 

Disc, on Expense Item.. *$ .67 Cash purch. — $ 80.00 

Smith $ 49.00 Td. & Tel $ 8.00 

Disc 1.00 

Stone 08.00 

Disc . 8.00 

$ 147.00 $ 8.88 $ 80.00 $ aoO 

* Red ink, indicating deduction. 

It was entered in red ink and represented a pa3rment on a pur- 
chase of goods where a discount had been taken which the creditor 
refused to allow. This necessitated a further payment out of the 
cash and inasmuch as there was a column provided for discounts, 
the bookkeeper, who by the way had been instructed to use red 
ink throughout all of her books of original entry, entered the item 
in red on the receipt side. 

The entries would appear in the ledger as follows : 

GlKKHAL L«DOn 

Discount Accounts R€C€wabU 

CB $147.00 

CB $ 8.88 CB 8.88 

Cask C ask Purchases 

CB $147.00 CB $ 80.00 CB $""80.00 

CB 8.00 ExPsnss 

CB. $ 8.00 C6 $ .87 

Trial Balance 

Discotmt . $ 8.88 AccounU receirable $ 140.88 

Cash 184.00 

Cash pnrehases 80.00 

Expense ........—....» 8.88 

$ 148.68 Accounts receirable $ 140.88 

Dr. Balawcs op Accouwts Recmvablk Lepgek Cr. 

Accounts receivable con- Smith $ 80.00 

trolling account $ 140.68 Stone 100.00 



$ 140.88 $ 160.00 

The above error looks very easy to find in the small group 
of accounts which we have listed, but place it in a set of books 
which have not been balanced for five or six months and where 
business has been a constant stream, also where funds are taken 
from or put into a cigar box daily to adjust errors in cash 
balances and you will realize the difficulties one would encounter 
in trying to spot it. In this particular set of books it was the 
only 67c entry which occurred and this fact to a certain extent 
assisted in the discovery of the error. This same type of error 
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very easily occurs in any case where controlling accounts are used 
and where specially ruled books have been provided. 

Not so long ago, one of the large lumber company's books 
were out of balance; the books had been checked through two 
or three times and the amount of the error had been definitely 
ascertained to be $20.16. There was but one such entry in the 
books. It occurred in the cash book on the credit side in the 
miscellaneous column. It affected the accounts receivable ledger. 
Inasmuch as payments to accounts receivable were very in- 
frequent, no column was provided on the credit side of the cash 
book to contain items affecting the subsidiary ledger. This item 
had been properly posted to the account of the customer in the 
subsidiary ledger and it appeared properly checked as posted in 
the cash book ; it, however, had never been posted to the accounts 
receivable controlling account in the general ledger. The result 
was that the general ledger had received the credit for the cash 
but had never received a debit for the controlling account and 
hence the books were out of balance. The bookkeeper knew the 
amount he was off. He also thought that he knew that this item 
had been properly posted but he had forgotten the controlling 
account. 

Still another type of error occurs in transposing figures. It 
is very easy to post a number like $898.89 as $889.98. Trans- 
positions represent the posting of the same figures in some er- 
roneous order. Another type of errors is that of posting to the 
wrong side of an account. A few errors also occur in posting 
the wrong amount or in bringing down wrong balances. Errors 
also occur by placing amounts in the wrong column but these will 
not affect a trial balance unless it appears that some controlling 
account is affected or the change in the columns causes a debit to 
be entered as a credit or vice versa. 

The writer has seen detailed instructions that contain at least 
fifty-seven different things that can be done to locate an error. 
Most of them, however, are of the manual labor type and will 
readily occur to the vast majority of bookkeepers. We will only 
attempt to dwell on the simple methods of locating an error. 

Transposition can ordinarily be found by dividing the amount 
by nine. If the amount is equally divisible, it could be a trans- 
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position for no transposition can occur unless it is equally di- 
visible by nine. After it has been found that a transposition has 
occurred, it is quite often possible to determine the exact amount. 
If the amount of the error happens to be eighty-one, the error is 
no doubt the interchange of a nine and a zero. If the trans- 
position is seventy-two, it would have to affect an eight and a 
zero or a nine and a one. If it is sixty-three, it would represent 
a seven and a zero, an eight and a one or a nine and a two. In 
any case, the figures transposed can be found by dividing the 
amount of the error by nine and then by building up a series of 
figures with differences equal to the quotient. If the difference 
caused by the transposition is fifty-four and the divisor is nine, 
the quotient will be six, therefore the possible errors may be 
centralized to numbers wherein figures have been transposed 
which have a difference of six. These transpositions could only 
be six and a zero, seven and one, eight and two, or nine and 
three. 

Quite often a similarity exists in the figures which might 
enable a person to devote his entire efforts to these figures. For 
instance, a poorly made zero might look like a six, therefore 
it might be well to run over all of the zeros and sixes in the 
columns wherein the error could occur. 

Posting to the wrong side of the account usually can be 
verified by dividing the amount of the error by two. If it is 
equally divisible by t^o, the plan is to verify the posting of all 
ntmibers like the quotient. 

Postings of the wrong amount, unless it is a transposition, 
can only be discovered by actually checking out the records ; like- 
wise this is true in connection with errors in forwarding, although 
there are many cases where a person's acquaintance with the 
books is such that a careful perusal of the account balances will 
disclose the one in error. 

In connection with the six column trial balance outlined 
above, we mentioned a number of ways of locating the errors. 
The proof by balance form of trial balance if properly operated 
may also be used to assist in locating errors. In order to do this, 
it is necessary to rule up all accounts which balance, immediately 
after a trial balance has been taken. If any account has been 
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ruled up or any balance has been brought down during the 
period covered by the trial balance, the proof will not work. The 
proof consists of taking the total as shown on the trial balance at 
the beginning of the period and adding to it the totals of all of 
the books of original entry. The totals of the new trial balance 
must agree therewith. To illustrate, if a trial balance from which 
all of the balancing accounts are eliminated at the first of the 
month amounts to $12,000.00 and the books of original entry 
show a total charge of $10,000.00, the total of the charges in the 
accounts as shown by the new trial balance must equal $22,000.00. 
The credits would, of course, agree. Any amount different from 
this on either side of the trial balance will represent the amount 
of the error. If both sides disagree, an error will be known to 
have occurred on both sides. 

Instead of devoting time to the study of plans to detect errors, 
we believe it is much better for a bookkeeper to learn how to 
avoid making errors. The first thing, no doubt is to learn to 
concentrate; after that, it is very simple to adopt some plan 
which will make it almost impossible for an error to occur or if 
it does occur to locate it before it becomes lost in the books. The 
most popular plan that the author has found is that of verifying 
the entry immediately after it is made. This requires that 
the posting be made first and that something else be done 
inmiediately afterwards. This something else should deal with 
figures, for bookkeepers become so mechanical that they can often 
think of one thing while doing something else, that is, they can 
think of things not pertaining to figures while they are recording 
figures. The author, however, has never found anyone who could 
think about one group of figures and record another group, there- 
fore the doing of something else which relates to figures will 
serve to clear the bookkeeper's mind of the figures originally 
posted and will enable him to look back over the figures originally 
posted and compare them with the books of original entry without 
making the same error twice. In order to accomplish this, the 
author has often recommended that immediately after the posting 
is made, the folio number be entered in the ledger. This serves 
to clear the mind of the bookkeeper, then he can compare the 
amount posted with the books of original entry and can check it. 
It is much easier to verify and check the entry immediately after 
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it is made than it is to do the verifying and checking at the end 
of the month when it is necessary to turn all of the leaves and 
find the place where each entry is recorded. The plan outlined is 
equally as accurate if the bookkeeper will bear in mind that he 
must clear his mind of the number posted by dealing with some 
other number in the interim between posting and verifying. 

Adding machines may be used to verify the accuracy of 
posting, by the aid of posting slips. The plan consists of in- 
serting a slip of cardboard at the top of each page to which an 
amount has been posted. After a page of the books of original 
entry or some other particular group of items has been posted, 
the bookkeeper runs through the ledger and lists on the adding 
machine each item appearing in fresh ink as indicated by the 
posting slip. He then compares the total of the items drawn off 
from the ledger with the total of the items found in the books of 
original entry. A difference can be immediately located and 
corrected. 

Another plan which is rapidly becoming obsolete is that 
of using check figures. Fifteen or twenty years ago almost all 
bookkeepers felt that check figures were desirable of use. Now- 
adays, however, possibly on account of the greater use of adding 
machines the use of a check figure is considered very undesirable ; 
in fact, bookkeepers believe that it is more trouble to locate an 
error in the check figure than an error in the books. A consider- 
able number of check figures were in common use and strange as 
it may seem the advocates of each one claimed that it was much 
better than any of the others. 

The figure nine was quite often used but it fails to detect 
transpositions. Thirteen and nineteen were very popular but they 
require the memorizing of the multiples of these numbers. The 
check figure eleven seemed to be the most popular because it does 
not require much mental effort and it also detects transpositions. 

When making use of a check figure, the number is divided by 
the check figure and the remainder is carried forward. It is a 
proof of any arithmetical computation and in bookkeeping, if the 
check figure remainders in the books of final entry do not agree 
with the check figure remainders of the books of original entry, 
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an error has occurred and may be immediately spotted. Errors 
in addition or multiplication are also found almost immediately. 
We will illustrate as follows using the check figure eleven in con- 
nection with the proof of addition : 



Check Figure 
Basic Numbers Remainders. 

104.63 2 
456.32 4 

548.64 7 



1109.59-2 13 — 2 

You will notice that the remainders for the numbers and the 
check figures in both cases are two. If any other remainder 
were shown an error would have occurred. For instance, if 
when totaling the number, the first figure to the right had been 
listed eight instead of nine the remainder would have been one 
instead of two, indicating an error. 

Incidentally, it might be well to state that the advocates of 
the check figure eleven claim ease of operation as one of its 
greatest advantages. This is because adding the odd digits start- 
ing from the right and subtracting the equal digits is the equivalent 
of dividing by eleven and will give the same remainder. In our 
example (3 plus 4 plus 1) minus (6 plus 0) equal 2, which is 
the remainder that will be found if we were to divide by eleven. 
In the second number (2 plus 6 plus 4) minus (3 plus 6) equals 4 
and in the answer (9 plus 9 plus 1) minus (5 plus plus 1) 
equals 2. All of which serves to prove the rule. 

Other arithmetical computations may be proved in the same 
manner. We, however, will only illustrate with multiplication. 



Basic Numbers 
Multiplied. 


Check Figure 
Remainders Multiplied. 


69 
24 


3 
2 


276 
138 


'(S'^e 



1656—6 
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It is well to bear in mind that whenever the total of even 
figure counting from the right exceeds the totals of the odd 
figures, it is only necessary to add a sufficient number of elevens 
to the totals of the odd figures so that their total will exceed the 
total of the even figures after which the usual method may be 
followed. 

While it may not properly relate to the heading of this chap- 
ter, we believe it may be well to illustrate at this point a proof 
of multiplication which is often found to be quite advantageous. 

This consists of multiplying any number by a sufficient 
amount more, so that the quotient will be 10, 100, 1,000 or 
10,000 times as much as the multiplicand. To illustrate, we will 
take our problem listed above wherein we multiplied 69 by 24. 
In order to prove the accuracy of our work we will multiply 69 
by enough more so that the total of our answers will be 100x69. 
This requires that we multiply 69 by 76 — 76 being the difference 
between 100 and 24. We find 76x69 is 6,244. The total of 1,666 
and 6,244 is 6,900.-100 times 69. 
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Chapter IV. 

PROCEDURE AND FINANCIAL 

STATEMENTS 

In connection with the procedure leading up to the prepara- 
tion of a financial statement, we wish particularly to dwell upon 
the distinction between nominal and real accounts as mentioned 
in a preceding chapter. 

Real accounts may, for our purpose, be presumed to represent 
balance sheet items while nominal accounts may be presumed to 
represent profit and loss items. 

A balance sheet is intended to show the status of an organi- 
zation as of a particular moment, the profit and loss account shows 
its progress. This, we have often illustrated, by taking as an 
example a saw-log which is being sawed into boards by a battery 
of gang saws. The longitudinal cuts through the log indicate 
progress and may properly be compared with the profit and loss 
account in its relation to business. A cross-section of the log 
made at any given point will represent its condition at that par- 
ticular point. Similarly a balance sheet represents the business 
at a given moment. 

In preparing a financial statement from a trial balance, it 
is necessary to take each item found therein and classify it under 
its proper heading. It will be found that there are at least five 
different types of items in an ordinary trial balance; they will 
represent losses, gains, resources, liabilities, and proprietorship. 
It is usually considered advisable, unless an accountant has a great 
deal of experience, to use columnar paper as a working sheet when 
segregating these items. Columns are usually provided for the 
original trial balance, debits and credits ; losses ; gains ; resources, 
and liabilities. The proprietorship is almost invariably shown at 
the bottom of the statement and hence no special columns are pre- 
pared therefor. This, then gives a statement with six columns. 
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In many cases, it is specifically designated a six column working 
sheet or six column statement. 

For the purpose of illustrating the different methods of pro- 
cedure, we are going to take the following trial balance and work 
it, with certain necessary changes, through the various steps 
which might be considered advisable in preparing a financial 
statement therefrom. 



Trial Balance of H. White 

H. White, investment $ $ 40,000.00 

Cash 5,000.00 

Real estate 11,500.00 

Expenses 4,200.00 

Interest 150.00 

Rent 3,600.00 

Buildings 12,000.00 

Commissions 12,500.00 

Supplies 9,000.00 

Notes receivable 5,700.00 

Notes payable 3,700.00 

Machinery 5,000.00 

Wages 1,200.00 

Furniture and fixtures 800.00 

Insurance 500.00 

Accounts receivable 2,250.00 

Accounts payable 4,700.00 

$ 60,900.00 $ 60,900.00 
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In connection with this statement, we wish particularly to 
call your attention to the fact that each pair of columns balances, 
or perhaps we should say is made to balance. The trial balance 
columns are of course in balance. The loss and gain columns, in 
their first totals, are not in balance but the difference between the 
two sides represents the profit or loss for the period. If the gains 
exceed the losses, a profit has resulted and in order to bring the 
columns into balance the amount of the profit must be added on 
the loss side. In this particular case a profit of $2,850.00 has 
resulted. This is an increase of the proprietorship and brings the 
proprietor's account up to $42,860.00, $40,000.00 having been the 
original investment. The last two columns at the first addition do 
not balance, viz., the resources exceed the liabilities, but by the 
addition of the proprietorship they are brought into balance. 

This balancing feature of a columnar working sheet coupled 
with its ability to display all the figures, is no doubt the most 
important reason for its use; at least an error occurring in a 
working sheet is very easily discovered and this, of course, is a 
most desirable feature. 

If you will refer to our working sheet, you will find that we 
have taken two groups of figures which are in balance as shown 
by the first two columns thereof — each group totals $60,900.00 — 
and we have distributed these figures into four colunms. The 
losses and the resources columns contain all of the items in the 
first column and total $60,900.00. The gains and the liabilities 
columns contain all of the items in the second column with the 
exception of the $40,000.00 investment, therefore these three 
items — ^the gain, the liabilities and proprietorship— must equal 
$60,900.00 in order to be in balnace. In the summary of the 
figures near the bottom of the page, we have added $2,850.00 to 
the loss and a like amount to the proprietorship. These two 
items offset each other, therefore our statement must still be in 
balance. The knowledge that these particular items must always 
agree makes it possible to centralize or localize an error almost 
instantly and makes its correction a simple matter. 

We have gone quite extensively into this balancing feature of 
a columnar working sheet ; it, however, is the foundation of these 
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working sheets and the principles involved therein must be con- 
sidered at any time that such a working sheet does not balance out 
properly. 

In this particular working sheet, we have used the trans- 
actions of an individual or sole trader. The same procedure 
would be followed if the proprietor were a corporation ; however, 
if the organization were a partnership, we would require greater 
detail to show the accounts of each of the partners. 

Instead of having, 

H. White, investment $ 40,000.00 

Profit 2,850.00 



$ 42,85000 
we would have something similar to the following : 



H. White, investment J$ 20,000.00 

1/2 profit 1,425.00 

$ 21,425.00 

J. Jones, investment — .$ 20,000.00 

H profit 1,425.00 

$ 21,425.00 



Total net worth $ 42,850.00 

The above working sheet was made purposely simple and in- 
ventories and similar adjustments were ignored. 

Following is a working sheet relating to the same trial balance 
but wherein a few changes have been made. We have changed 
the term commission to sales, and supplies to purchases. The trial 
balance given above could possibly be the result of Mr. White's 
trading as a commission merchant or in some line wherein an in- 
vestment in a stock of salable goods would not be required. The 
change we are making converts our trial balance into a group of 
figures which would more properly relate to a general merchan- 
dising business. 
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In order to illustrate another step in the use of columnar 
working sheets, we are going to presume that there are the follow- 
ing inventories: 

Expense, stamps Jf 10.00 

Rent unexpired 150.00 

Merchandise 1,500.00 

Insurance unexpired 25.00 

With these inventories and the other changes mentioned above, 
we are going to recast our statement into a seven column working 
sheet, the third column of which will contain the inventories. 
This will give us a statement like the following: 



Digitized by 



Google 



64 



ELEMENTARY ACCOUNTING 



ooo ee oo oo oo 

ooo oo oo oo oo 

odd do ^S c>^ idd 

oOfH too oo oo Mie 

oto i-io ie»* ooo M 



ooo 
ooo 



H 
CO 



K 

D 
■J 

6 

X 

M 

CO 



I. 



li 



o o o 



OOo^oO o$ OOOoO 

oooOoo o^ ^^Roo 

oS ci^c>^ d^ ddddd 

o »o M "^ « o^ S t^ o 00 « S e« 

*Ori^ MM or»<> lO ^ « 




8 



IS 

o^ 



8« 



Digitized by 



Google 



PROCEDURE AND FINANCIAL STATEMENTS 65 

You will notice that the changes we have made from our 
original figures converts the result of operations for the period 
into a loss; you will notice also that in order to make the gains 
equal the losses in columns four and five, we have been compelled 
to add the amount of the net loss to the total shown in the fifth 
coliunn, also that we are deducting this amount from Mr. White's 
investment account. 

Inventory columns may be used as shown above if desired 
but many accountants much prefer to show the inventory in 
memorandum in the explanation column just after the name of 
the account affected. This plan is indicated in the next statement. 

There is one point which we wish to impress upon the 
student and that is in relation to the use of particular forms. We 
doubt very much if any student can claim that he knows a subject 
unless he is sufficiently well informed to apply the principles with- 
out any attempt at following a set rule. In every case, a student 
should feel free to deviate to any form or method of procedure 
which will accomplish for him the purpose that he wishes. The 
forms that we are illustrating here are merely for reference and 
use until the principles involved are understood. After a student 
has learned these principles and has applied them sufficiently go 
that he can determine their benefits or advantages, he should adopt 
such changes as he believes will prove most beneficial to him in 
his daily work. 

The principles involved in these statements may briefly be 
summarized as follows: 

(a) A column should be used for each class of items. 

(b) Each line should be possible of proof by comparison of 
the various figures found therein. 

(c) Columns bearing a relationship to each other should be 
balanced so that an error may be readily located. 

(d) Items like proprietorship or inventories which may be 
but few in number do not require special columns if 
they can be readily used otherwise. 

The following statement is prepared along genera} lines as 
outlined above. In this particular case, we are presuming that 
instead of a profit and loss account we will require a trading and 
profit and loss account. A trading account in this case means an 



Digitized by 



Google 



66 ELEMENTARY ACCOUNTING 

account which will show the gross profit on operations. The profit 
and loss account will show the net profit or net loss. In deter- 
mining the separation of the items under these two headings, it is 
always necessary to know the type of business that is being con- 
ducted. If it is strictly a selling concern the trading account will 
probably only show sales on one side and the cost of sales on the 
other, but, if it is a manufacturing concern, the trading account 
will require a niunber of debits in order to show the cost of the 
goods manufactured. To illustrate, the trading account of a 
manufacturing concern would no doubt contain wages, manu- 
facturing expense and raw materials as debits. 

In any case, except where a different type of statement is 
desired, the line of demarkation between a trading account and a 
profit and loss account is the point where the gross profit is shown. 
Gross profit represents the difference between sales and the cost 
of the goods sold, therefore these items would make up the 
trading account and the other items would be shown in the profit 
and loss account. In order that this information may be readily 
obtained by the use of a columnar working sheet, it is generally 
considered necessary to provide two additional columns, one for 
the debits and one for the credits of the trading account. Fol- 
lowing is such a statement. It, by the way, shows the inventories 
in memorandum as outlined in a preceding paragraph. 
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In connection with this particular statement, we wish you 
to notice just how we have handled the inventories of expense, 
rent and insurance. You will notice that we have shown as 
losses the amounts properly allocated to the period and have 
shown the amounts relating to the succeeding period as resources. 
You will notice in columns three and four, in connection with 
merchandise, that we have changed this procedure a litttle. We 
show the $9,000.00 in the third column and the inventory as a 
separate item in the fourth and seventh columns. Either of these 
methods of procedure may be adopted by an accountant. It is 
well to bear in mind, however, that the purpose of a columnar 
working sheet is to provide information to facilitate the prepara- 
tion of other statements, therefore when making up a working 
sheet, it is well to determine in advance whether it is advisable to 
show an item as a net amount or to show all of its component 
parts. Ordinarily in financial statements, such items as expense, 
rent and insurance are shown as net amounts; purchases, how- 
ever, being a much more vital item in the management of a busi- 
ness is usually shown with the inventory as a deduction. The 
reason for this is that it has been found that many firms fail 
through over-purchasing, therefore in watching this item it is 
advisable to bring it out separately in any financial statement that 
is being prepared. 

In connection with the preparation of working sheets where 
financial statements are involved, it is necessary to make a great 
number of adjustments. Quite often the books are wrong, in other 
cases while the books may be right, it is deemed advisable to bring 
in outside information for the purpose of closing. As an example, 
take the case of an insurance account. We will assume that a 
financial statement is being prepared for the month of October. 
At this particular date, a certain amount of the insurance has been 
consumed and the remaining portion belongs to the succeeding 
period and hence is a deferred asset. It usually is not considered 
advisable to actually change the books, yet a financial statement 
should actually show a true condition of affairs, therefore adjust- 
ments must be made on the working sheet to give effect to the 
proper apportionment of this item. 

In order to handle these adjustments readily, extra columns 
may be provided on the working sheet to 'care for them and 
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also for a corrected trial balance if necessary. If there are but 
a few adjustments, it is quite often unnecessary to arrange col- 
umns for a corrected trial balance although in most cases it is 
considered advisable to provide these extra columns. 

In order to illustrate this type of working sheet, we are taking 
the same trial balance that was used heretofore and are presuming 
that the following adjustments are necessary : 

(a) $15.00 has been charged to Expense instead of to Furni- 
ture and Fixtures. 

(b) $20.00 has been charged to Accounts Payable instead 
of to Interest. 

(c) Depreciation of buildings should be provided at the rate 
of 3%, viz., $360.00. 

(d) Additional sales have been found not recorded on the 
books totaling $800.00. 

(e) Depreciation of machinery should be provided at the 
rate of 10%, viz., $500.00. 

(f) Depreciation of furniture and fixtures should be pro- 
vided at the rate of 12%%, viz., $100.00. 

(g) Wages accrued and unpaid amount to $150.00. 

These items all appear in the adjustment column on the 
following working sheet: 
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In connection with this working she^t, we wish to bring to 
your notice the method we have adopted in handling wages ac- 
crued and unpaid. If desired, the adjustment could have been 
made in the line allocated to wages in which case the loss column 
would receive an item representing a liability of $150.00. This 
would follow the procedure adopted for handling expenses, rent 
and insurance and would be perfectly proper; however, owing to 
the fact that the unpaid wages is a liability and is in no sense an 
inventory, it might cause confusion if a memorandum note in the 
explanation column were made the same as was made for inventory 
items and it seems more desirable to treat the items as we have 
done on this working sheefc 

After the working sheet has been prepared, the accountant 
is ready to undertake the preparation of his financial statement. 
In some cases he must also adjust and close the books. If the 
financial statement is intended for statistical purposes only and 
does not represent completed periods so that it is not desirable to 
close the books, it is of course unnecessary to make any entry 
except those that are necessary to correct actual errors, that is to 
say, adjustments to bring a trial balance into conformity with 
actual conditions may or may not be made, depending upon 
whether the books are to be closed or not. 

The author does not recommend closing books for anything 
short of a completed fiscal period — ^usually a year. If the books 
are to be closed, it becomes necessary to put all of the adjustments 
on the books and it should be possible to check a corrected trial 
balance as shown on the working sheet to the actual account 
balances in the ledger after they have been corrected. Entries 
must be made to close out the nominal accounts so that when 
the books are closed they will contain resources, liabilities and 
proprietorship accounts only. 

Quite a little has been written as to the technique of journal- 
izing. In a previous chapter we took up the subject to the extent 
of recommending that entries which were too complex should 
not be made. We will now outline briefly the procedure usually 
recommended for closing nominal accounts. 

In the working sheet displayed above, you will notice that 



Digitized by 



Google 



72 ELEMENTARY ACCOUNTING 

the nominal accounts are divided under the main headings, Trad- 
ing and Loss and Gain. 

Although in most working sheets the account heading, Loss 
and Gain is used, it is done merely for the purpose of facilitating 
the allocation of the items to the proper columns. The Loss col- 
umn precedes the Gain column, therefore the term Loss and Gain 
seems more appropriate for the column heading. The term Profit 
and Loss, however, is usually used in connection with financial 
statements and ledger accounts. This also is the logical arrange- 
ment for the reason that in a financial statement the profit items 
are usually shown first followed by the deductions representing 
the losses. This form will be shown later in this chapter. 

For the purpose of closing the books we must be prepared 
to deal with the two accounts, Trading, and Profit and Loss. 
The rule for journalizing to close the books is : 

First: Close all of the debits affecting a particular 
account. 

Second: Close all of the credits. 

Third: Transfer the balance to the next account in 
process. 

In our particular example, we will close all of the debits 
to the trading account, then close the credits into the trading 
account and later transfer the balance of the trading account to 
the profit and loss account. We will follow the same procedure 
with the profit and loss account, differing only to the extent that 
the balance of the profit and loss account will be transferred to 
the proprietorship account. This will give rise to the following 
entries : 

Tradingr $ 7,500.00 

Purchases $ 7,500.00 

To close the latter account. 

Sales $ 13,300.00 

Trading $ 13,300.00 

To close sales account. 

Trading $ 5,800.00 

Profit and loss $ 5,800.00 

To transfer gross profit to 
profit and loss account 
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Profit and loss $ 10,580.00 

Expense $ 4,175.00 

Interest 170.00 

Rent 3,450.00 

Wages 1,350.00 

Insurance 475.00 

Depreciation of building 360.00 

Depreciation of machinery 500.00 

Depreciation of furniture and fix- 
tures ^ 100.00 

To close the above expense 
account into profit and loss. 

There are no credits to profit and loss, therefore the balance 
of the account will be transferred to proprietorship with the entry : 

H. White, investment $ 4780.00 

Profit and loss $ 4,780.00 

To charge Mr. White with 
his loss for the year. 

If this were a corporation, the entry would properly be a 
debit to Surplus, Undivided Profits or some similar account. 
If it were a partnership, each of the partners might receive a debit 
directly to his investment account or the amount could be recorded 
separately according to the wishes of the partners. 

In connection with the above journal entries, you will notice 
that we have taken each main division of our nominal accounts 
and have journalized the accounts therein as a separate groxxp. If 
the financial statement desired were more elaborate than the one 
we have shown here and there were more divisions thereof, there 
would be a correspondingly greater amount of journalizing. For 
example, if the trading account were divided into two or three 
sections, each section would be handled separately, viz., all of 
the debits in a particular section would be recorded as one unit 
followed by a journal entry caring for the credits. Likewise if 
the profit and loss account were split into two or three sections, 
each section would be handled in the same manner. 

A Trading and Profit and Loss Account is a financial state- 
ment prepared for the purpose of showing the progress of an or- 
ganization for a given period. There are at least two standard 
forms of presentation, the account form and the statement form. 
The account form has a debit and credit side the same as a ledger 
account. The statement form is arranged in one or two columns 
without any attempt at keeping the debits in one column and the 
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credits in another. The account form is usually preferred where 
an elaborate display of information is desired ; the statement form 
is preferable wherever the financial statement is of a simple nature 
or wherever comparative figures are to be shown. 

A comparative statement requires that the items to be com- 
pared each have a separate line. This, of course, is impossible 
where a debit and a credit of a different nature might occur on the 
same line as is necessary where the account form is being used. 

A trading, and profit and loss statement prepared under the 
account form from our working sheet would appear as follows: 



TRADING. AND PROFIT AND LOSS ACCOUNT OF H. WHITE 

AS OF DEC. 81. IMl 

Trading 

Cost of Goods Sold: Sales $ 18,800.00 

Purchases $ 9,000.00 

Less inventory 1,600.00 

Cost of goods 

sold I 7.600.00 

Gross profit, car- 
ried forward 6.800.00 

$ 18,800.00 I 18,800.00 

ProUt and Loss 

Expenses .....^l 4,176.00 Gross profit brought 

Rent 8,460.00 down | 6.800.00 

Wages . 1,860.00 Net loss 4,780.00 

Insurance 476.00 

Depreciation of buildings. 860.00 

Depreciation of machinery 600.00 

Depreciation of furniture and 

fixtures ~ 100.00 

Interest 170.00 

$ 10.680.00 $ 10,680.00 



The same statement prepared under the statement form 
would appear as follows : 
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Trading and Profit and Loss Account of H. White 
AS OF December 31, 1922 

SALES $ 13,300.00 

Less cost of goods : 

Purchases $ 9,000.00 

Less inventory 1,500.00 

Net cost of goods sold 7,500.00 

GROSS PROFIT $ 5,800.00 

Less: 

Expenses $ 4,175.00 

Rent 3,450.00 

Wages 1,350.00 

Insurance «.. 475.00 

Depreciation of building 360.00 

Depreciation of machinery 500.00 

Depreciation of furniture and 

fixtures 100.00 

Interest 170.00 

Total expenses 10,580.00 

NET LOSS $ 4,780.00 



Many authors place considerable stress upon the distinction 
between a statement and an account, particularly in connection 
with examination questions which might ask for a profit and loss 
statement or a profit and loss account. We fail to see the neces- 
sity for stress upon this item. It seems to us that either form may 
be used at any time according to the wishes of the accountant. 
Some of the largest firms use the statement form exclusively; 
others use the account form exclusively, but we believe the ma- 
jority of accountants realize the advantages of both and use either 
one of them according to the requirements of the case. 

Balance sheets may likewise be prepared under either form, 
but in most cases the account form is preferable. This is true 
because in a balance sheet the assets should be arranged for ready 
comparisons with the liabilities and proprietorship. Current 
items should be totaled in such a way that the ratio of current 
assets to current liabilities may be readily ascertained. This is of 
advantage because most mercantile concerns try to keep the cur- 
rent assets and current liabilities on the ratio of two to one and 
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bankers consider a concern that is able to do this well financed. 

Fixed assets and proprietorship should be shown so that the 
proportion of capital tied up in permanent fixtures may be com- 
puted. 

A current asset may be defined as any asset which is not 
intended for the permanent use of the business. A fixed asset 
is an asset which is acquired for permanent use. Current assets 
are such items as cash, accounts receivable or inventories; fixed 
assets are plant, machinery and buildings. 

Current liabilities are those liabilities which are intended to 
be liquidated within a year of the time that they were incurred. 
A fixed liability is a liability which according to the terms sur- 
rounding it is not to be liquidated within a year. To point out the 
distinction, a current obligation or a note issued to mature within 
a year is a current liability; a bond issue or similar obligation 
which is to run for more than a year is a fixed obligation and this 
is true even though sufficient time has elapsed so that the obliga- 
tion will mature in less than a year. 

Proprietorship is in no sense a liability of an organization. 
We might say that it is the organization itself and that the assets 
and liabilities are its appurtenances and responsibilities. 

In a balance sheet, the current assets are usually shown 
according to their availability in the payment of debts. The 
current liabilities are usually shown in the order of their claim 
against the assets. Fixed liabilities being unavailable for the 
payment of obligations except in case of liquidation are usually 
shown in the order of their magnitude. Using the above rule in 
connection with the working sheet prepared above, we have a 
balance sheet as follows: 
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Balawce Shekt or H. White as or D«c. SI. 1M» 
Currtni Assets: Currsnt LiabiiitUs: 

Cash I 5,000.00 Notes payable $ S,700.00 

Notes receivable 9,700.00 Accounts payable 4,780.00 

Accounts receivable 8,060.00 Wages accrued, not due 160.00 

Inventories 1,600.00 

Dsfsrred Assets: 

Expense prepaidi 10.00 
Rent prepaid — . 150.00 
Insurance pre- 
paid 85,00 

186.00 



Total current asseU...| 15,486.00 | 8,670.00 

Fixed Assets: Prpprietorsh*^ : 

Buildings $11,640.00 H. White in- 
Real estate .... 11,600.00 vestment ....$40,000.00 
Machinery .... 4,600.00 Less net loss 4,780.00 

Furniture and 

fixtures 715.00 Net worth 85,880.00 



Total fixed assets 88,865.00 



$ 48,790.00 $ 48,700.00 



Many accountants claim that deferred items are not current 
items and that they should appear at the bottom of a balance 
sheet, viz., the deferred assets should follow the fixed assets and 
the deferred liabilities should follow the fixed and current liabili- 
ties. We very much doubt the logic of this arrangement. A 
deferred asset represents a prepayment on an accruing liability. 
If the ratio of current assets to current liabilities is material, as 
it no doubt is, then if some of the accruing liabilities have been 
paid they should be given consideration, and the only way that 
this can be done is to show them as a portion of the current assets. 

In connection with the preparation of balance sheets, it is 
well to bear in mind not only the relationship which exists be- 
tween the two sides of the balance sheet but also the relationship 
which certain accounts bear to others. Adjuncts should always 
be grouped, viz., such items as investments and profits should 
always be combined and shown in one total. Offsets should be 
deducted from their major accounts. As an example, a net loss 
should be deducted from the investment to get the net worth; 
also a reserve for depreciation of machinery should be deducted 
from the machinery account in order to show the net book value 
of the machinery. 

Under our definition of fixed assets, if you will analyze it 
carefully, you will find that it contains not only tangible items 
such as machinery, buildings, etc., but intangible items as well, 
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such as goodwill, trade marks, etc. Some accountants classify 
the intangible assets as passive assets. There is no doubt but that 
in many cases, particularly in corporation accounting, where the 
stock has been given a fictitious value by writing up goodwill, 
trade marks, etc., this distinction becomes important. It at 
least warrants the placing of the item separately in the balance 
sheet just below the other fixed assets so that it may be mentally 
deducted from the capital stock in order to ascertain the true 
investment, but we do not believe the use of the term passive 
asset has ever proven very popular. 

Much has been written on the definition of working capital. 
We believe working capital may be defined as the excess of 
proprietorship and fixed liabilities over the investment in fixed 
properties. It may also be defined as the excess of current assets 
over current liabilities. If you will take a balance sheet and apply 
these definitions thereto you will find that you will arrive at the 
same amount in both cases. 

We mentioned the advisability of the statement form for use 
in any case where percentage figures are being prepared. Per- 
centages are particularly desirable for the purpose of comparing 
one period's operations with another. Following is a compara- 
tive statement wherein percentage figures have been used. You 
will notice how a single line is used to show the figures for both 
periods also that one line is used for each item. The account 
form could not be used successfully in a case of this sort. 

COMPARATIVE TRADING AND PROFIT AND LOSS ACCOUNT 



1922 

Salet $ 

Inventory .... 18,000.00 
Purchaic* .... SO.OOO.OO 



$48,000.00 
.. 11,000.00 



Trading 

Amount Per Ct. 
$90,000.00 100.00 $ 



19Z1 



Inventory 

Gross profit 
on sales.... 



Gross Profit 
bro't down 

Wages $ 8,800.00 7.00 

Rent 780.00 1.44 

AdTertisiiiff 1,800.00 8.40 
Insurance 800.00 .60 

Gen. expense 1,000.00 8.00 
Total.. 



11,000.00 
88,000.00 

$48,000.00 
81,000.00 68.00 8,000.00 



$19,000.00 88.00 



Amount Per Ct. 
$66,000.00 100.00 



86,000.00 58.85 



80,000.00 46.16 



Profit and Lou 
$19,000.00 88.00 



7,080.00 14.04 



Net Profit $11,980.00 88.96 



$ 4,000.00 6.16 

900.00 1.88 

1,000.00 1.64 

400.00 .68 

1,400.00 8.16 



80,000.00 46.16 



7,700.00 11.84 



$88,800.00 84.81 
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Chapter V. 
PROPRIETORSHIP 

Proprietorship is a term used to designate the ownership, 
or more properly speaking, the net worth of a business. It may 
be stated as the excess of assets over liabilities or conversely the 
amount necessary as an addition to the liabilities to make them 
represent an amount equal to the assets. Proprietorship ordi- 
narily may be presumed to be of three types, that of an individual 
or sole trader, a partnership, or a corporation. There are many 
other forms of organization but they for the most part, hold 
property in a fiduciary capacity and the term Proprietorship 
hardly applies. They are such organizations as trust estates or 
common law corporations, receivers, and executors or administra- 
tors. Municipalities are also a form of fiduciary organizations. 
Qubs and societies holding property are to a certain extent fiduci- 
ary, yet if they are unincorporated their position is somewhat 
analogous to a partnership. 

Where single entry books are kept, proprietorship represents, 
as mentioned above, the excess of assets over liabQities. In a 
financial statement it is the amount required to bring the liabilities 
up to an amount equaling the assets. 'From an accounting stand- 
point, the most important problem in connection with a proprietor 
operating books under single entry is the ascertaining of the profit 
or loss on operations. It can readily be seen that if a person 
had no relationship with his organization except that of owner- 
ship, the difference between his net worth on one day and his 
net worth on some succeeeding day would represent his profit. 
If, however, he gave his time and services and drew no salary 
therefor, his profit would be composed of a return for his labor 
as well as a return for his investment, and if he cared to de- 
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termine the amount received from each source it would be neces- 
sary for him to give consideration to the two things which pro- 
duced his profit. If he put additional money into the concern, the 
additional investment would represent a part of the change in 
proprietorship and the entire change would not represent profit. 
He should therefore make due allowance for this investment 
when ascertaining the profit. If money or goods were removed 
from the concern, the amount thereof would also aifect his profit. 
As an illustration, if an organization showed a net worth of 
$10,000.00 on December 31st of one year, and a like amount on 
December 31st of the succeeeding year, there would be no change 
in net worth; or, if it showed a net worth of $11,000.00 at the 
end of the term, it would indicate a profit of $1,000.00 ; if, how- 
ever, in addition to this, the proprietor had withdrawn either 
money or goods the profit from operating would be corresponding- 
ly greater. 

In preparing a comparative statement of assets and liabilities, 
care must be taken to see that the assets are taken over at the 
beginning and end of a period in the same manner, viz., without 
any allowance for a fluctuation in value, otherwise a fictitious 
profit will be recorded. To illustrate this, let us take a case where 
real estate is one of the material items. Let us presume that it 
is inventoried at an increase of $1,000.00 at the end of the period. 
Profits from operating can only be secured by operating and, if 
no transaction has occurred in the real estate, no profit could be 
assumed thereon ; therefore it must be shown in all statements of 
assets and liabilities prepared up to the day of its sale at its cost 
price. 

Another point which often requires consideration in con- 
nection with books operated under single entry is that of the 
value of goods withdrawn or consumed. It is a nile of accounting 
that where goods are returned, consumed or disposed of in any 
way except in connection with sales their record should be made 
at cost ; for that reason any goods consumed or otherwise removed 
by a proprietor should be recorded at cost price. 

Still another factor requiring consideration is the cost of 
articles which are being consumed through use. If a machine 
costing $2,200.00 has an active life of ten years, and a scrap 
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value of $200.00, the exhaustion of the machine each year is 
1/lOth of the diflFerence between the cost and the scrap value or 
1/lOth of $2,000.00, viz., $200.00 ; therefore, in preparing a state- 
ment of assets and liabilities, this depreciation or exhaustion 
should be given consideration and the machine or other article 
in question should be inventoried at its depreciated value at the 
end of each period. 

In handling the proprietary accounts of an individual, it is 
the custom to combine all of the different features of his net 
worth in one account. This may be done throughout the year 
or, if drawings, profits or losses are recorded separately, they may 
be closed into the proprietor's account at the end of the year. 
Cases arise, however, where an individual prefers to retain his 
profits or losses and his withdrawals in separate accounts. If 
double entry books were being operated, the proprietor's account 
would receive credit for the net amount invested. If he started 
business with cash or goods the entry yvould be : 

Cash or goods $ .00 

Proprietor $ .00 

If he started business with some liabilities, the entry would 
be: 

Cash and other assets .$ .00 

Liabilities $ .00 

Proprietor .00 

Each of the accounts mentioned above represents a group 
of items each of which would be entered in detail. 

Where a proprietor draws cash or goods from the business, 
it is customary to debit such items to his drawing account, the 
<<ntry being: 

Proprietor's drawings .$ .00 

Cash or goods $ .00 

At the end of a period, the result of the operations of the 
business, after being ascertained, is transferred to the drawing 
account with the entry: 
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Profit and loss ^ .00 

Proprietor's drawings $ .00 

The drawing account will now show the profits for the 
period on one side and the drawings on the other. The net 
difference will represent the net change in proprietorship and 
this ordinarily is transferred to the proprietor's account. We 
will presume the profits exceed the drawings, in which case the 
entry will be: 

Proprietor's drawings $ .00 

Proprietorship $ .00 

If losses have been recorded as a result of the period of 
operation the second entry above will of course be just the 
reverse of that shown. This will be true also of the last entry 
above if the drawings exceed the profits. 

Partnerships usually operate accounts for each partner the 
same as we have illustrated above for an individual or sole trader. 

A difference occurs principally in the greater detail that is 
required and the further fact that the profits or losses are appor- 
tioned between the accounts of the partners. There are also 
certain other things such as interest on capital, loans to the 
business, guaranteed investments, etc., which require a special 
manner of records. 

Where partners join in some undertaking and agree upon a 
given investment, the amount agreed upon should be placed to 
the credit of their accounts even though they should fail to invest 
the entire amount. The difference between their agreed upon 
investment and their actual investment should be charged to 
their personal accounts. As an example, let us take the case of 
Jones and Smith who we will presume agreed to invest $60,000.00 
each in a certain undertaking. Jones invested his $50,000.00 but 
Smith was able to produce but $40,000.00. The entry to open the 
books should be: 

Cash or other assets .$ 90,000.00 

Smith's personal account 10,000.00 

Jones' investment $ 50,000.00 

Smith's investment 50,000.00 



Digitized by 



Google 



PROPRIETORSHIP 83 

This manner of entry is desirable as it shows that Smith 
is indebted to the firm $10,000 ; he having entered into a contract 
with Jones to bring in this amount. Had Smith's investment been 
in excess of the $50,000.00 agreed upon, the amount of excess 
should have been placed on the books as a loan. All of these 
things should be covered by properly drawn articles of co- 
partnership. 

In general, the partners are permitted to have a current or 
drawing account wherein is recorded their miscellaneous transac- 
tions with the firm. In some cases, under the articles of co- 
partnership they are compelled to pay interest on drawings. It 
has been held, however, that a contract to pay interest to the 
partners on their capital is in no sense a contract whereby the 
co-partners must pay interest to the firm on the drawings. 

Loans to the firm are the same as loans from outsiders and 
may be the subject of interest if so desired. It is usually deemed 
advisable that loans to the firm be represented by negotiable paper 
otherwise some confusion might exist between the investment 
and the loan. 

Interest on capital paid to a co-partner should be considered 
as an apportionment or adjustment of profits or losses. A clause 
in a contract wherein it is provided that interest is to be paid on 
capital is merely an arrangement whereby the first portion of the 
profit is to be divided in this manner and the balance is to be 
divided in some other manner. If losses have occurred, interest 
on capital must still be computed and the loss will be correspond- 
ingly greater. The loss must be distributed in the same manner 
that was agreed upon as to profits. It has been held that an 
agreement to share profits is likewise an agreement to share losses 
and provisions applying in one case also apply in the other case. 
To illustrate, we will presume that Jones and Smith have invested 
$60,000.00 and $40,000.00 respectively, and that 6%' interest is 
to be paid on capital, the balance of profits to be divided one-half 
to each. If a profit of $10,000.00 resulted, Jones would receive 
$3,600.00 as interest and Smith would receive $2,400.00 as interest 
and the remaining $4,000.00 would be divided $2,000.00 to each ; 
however, if the organization had lost $4,000.00 Smith would still 
be entitled to $3,600.00 as interest and Jones would be entitled to 
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a credit of $2,400.00 as interest. This, then, would increase the 
loss of the partnership to $10,000.00, which would be divided 
$5,000.00 to each, leaving Smith a net loss of $1,400.00 and Jones 
a net loss of $2,600.00. 

In connection with the apportionment of the profits of co- 
partners, it must be borne in mind that unless there is a definite 
agreement to the contrary, profits are divided among the partners 
equally irrespectively of the amount they have invested or the 
time that it has been invested. In any case where it is desired 
that the profits be apportioned according to investments or in 
some other manner, the partnership agreement must so state. 
From an accounting standpoint, then, we may presume that profits 
are apportioned equally unless otherwise stated. 

In cases of dissolution of a partnership, loans made by part- 
ners must be paid off before any portion is distributed as returned 
capital. It is a rule that after the debts and obligations to outside 
parties of the firm have been discharged each partner is entitled 
to have returned to him any loans he has made to the firm. After 
all of the loans have been paid the capital may be returned to 
the parties who contributed it. Where a dissolution of a partner- 
ship has occurred and where there is a possibility of a considerable 
loss in liquidating the assets and any or all of the partners may 
be unable to make up the deficiency of their capital, it is advisable 
to make no payments upon the accounts of co-partners except in 
cases where a partner has ample investment or loans to cover his 
share of the losses even though all of the remaining assets are 
destroyed. To illustrate this, we will presume that Jones and 
Smith arc partners sharing profits equally; Jones has an invest- 
ment of $10,000.00 and Smith has an investment of $60,000.00. 
We will presume that all of the debts have been paid and that 
there are $60,000.00 of assets remaining, $10,000.00 of which is 
cash. This would leave $60,000.00 of assets other than cash. If 
these assets were destroyed, 50% of the loss or $25,000.00 would 
be properly chargeable against Smith. His investment, however, 
is only $10,000.00 ; therefore, inasmuch as he stands a chance to 
lose $26,000.00, it would not be proper to pay him any portion 
of the cash and Smith should be permitted to take all of the cash 
until such time as the assets had been liquidated to a point where 
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the loss properly chargeable against Jones would be less than 
the amount of his capital and some portion of it would then be 
free for distribution. 

In connection with the accounts of partners, it is considered 
good form to have each of them show his acceptance of his 
proprietorship account as it appears in the ledger by writing 
across it, "accepted as correct as stated, John Doe," after each 
closing of the books. This makes it an account stated which 
cannot be reopened except for fraud or error. 

The admission or withdrawal of a partner always creates 
a new organization, therefore, for the purpose of accounting, 
books should be closed to represent the winding up of the old 
organization and opened up again if the business is to continue, 
to represent the creation of the new organization. Of course 
if it is the intention of the co-partners to discontinue business the 
assets would be worked out and the books ultimately closed. 

In connection with the admission of a new partner, we find 
two distinct types of procedure. In one case, the incoming part- 
ner invests in the concern and the entry to place his investment 
on the books is : 

Cash or other assets — * — $ .00 

New partner $ .00 

In the other case, the incoming partner purchases an equity 
from the prior partners paying them direct, no additional amount 
being invested in the organization. This requires that the accounts 
of the old partners be redistributed over the accounts of both 
the old and the new partners in such a way that their equities in 
the organization will be in the proper proportions. To illustrate 
this, we will presume that Jones and Smith have an investment 
of $20,000.00 and $26,000.00 respectively and that White buys 
a third interest in the concern paying Smith and Jones therefor. 
Jones and Smith are each to retain one-third. In this case, Jones' 
capital account would be charged $5,000.00 and Smith's capital 
account would be charged $10,000.00. White's capital account 
would be credited $16,000.00 corresponding with each of the 
accounts of the original co-partners which would show credit 
balances of $16,000.00. 
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In general a person buying into the firm pays some amount 
different from the book value of his interest and feels that the 
entire amount he pays for his interest should appear to his credit 
on the partnership books. If White had paid Jones $6,000.00 
for one-quarter of his interest and had paid Smith $12,000.00 
for two-fifths of his interest, he would have acquired one-third 
of the entire organization. Having paid $18,000.00 therefor, he 
would no doubt like to have this amount to his credit on the 
books of the new organization. This would necessitate that the 
accounts of Jones and Smith be changed also in order that they 
all agree and each show a credit balance of $18,000.00. This can 
only be accomplished by debiting goodwill $9,000.00 and crediting 
Jones with $3,000.00, Smith with $3,000.00 and White with 
$3,000.00, or if the goodwill is placed upon the books before the 
amount of White's investment has been transferred to him, the 
entry would be: 

Goodwill ...$ 9,000.00 

Jones $ 4,500.00 

Smith 4,500.00 

Jones' capital accounts $ 6,500.00 

Smith's capital accounts 11,500.00 

White's capital account 18,000.00 

The proprietorship of a corporation differs from that of 
any other organization in the sense that the evidence of owner- 
ship is represented by shares and the identity of the individuals 
is not a material factor; therefore, in handling the proprietorship 
account of a corporation, shares are recorded instead of the 
amounts contributed by the individuals. 

One of the particularly desirable features of the corporate 
organization is the ease with which parties with different in- 
terests can associate themselves. As an example, an organiza- 
tion may have been running for a number of years at a con- 
siderable loss; if a person can be found who can bring money 
into this organization he might be influenced to do so by the g^nt- 
ing of preferred shares, viz., something better in the way of 
profits or security than the old owners of the company may have. 
In contrast to this, the contemplated organization may be of a 
very speculative nature and in order to interest capital the pro- 
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prietors may be willing to take a t)rpe of stock which defers the 
benefits until the success of the venture is assured. This is 
designated as common stock or deferred stock. There are almost 
innumerable types of stock, each of which is intended to assist in 
the organization or the reorganization of companies by making 
possible the allocation of profits, rights, or responsibilities to each 
type of parties of interest in a manner considered equitable. 
We do not believe it will be of any assistance to us at the present 
time to dwell upon all of these various tjrpes of stocks. We 
wish to state, however, that each type of stock should be re- 
corded separately in the books of account so that if more than 
one t)rpe of stock is being issued by a company a ledger account 
will be shown for each. Account headings should fully designate 
the class of stock, its preferences and its responsibilities, if any. 

Preferential dividends, by the way, cannot actually be guar- 
anteed by the issuing company. A guarantee of dividends by a 
corporation on its own stock has been held to be a guarantee sub- 
ject in all cases to the actual accumulation of profits. 

Account headings such as Series "A" Preferred Stock 6% 
semi-annually J. & J. are proper. 

The English method of recording stock is to make mention 
of the authorized amount in the heading only and to record the 
sales in the account just as they occur. This differs from the 
American method to the extent that at the time of closing a set 
of American books it is always considered proper and advisable 
to bring the capital stock account up to the full authorized amount. 
This is accomplished by the aid of an offset account headed 
Unissued Stock. To illustrate this, we will presume that a cor- 
poration has stock outstanding to the amount of $70,000.00 of a 
total authorized issue of $100,000.00. For the purpose of closing 
the books, it is usually considered proper to debit unissued stock 
and credit capital stock $30,000.00 or whatever amount is neces- 
sary to put the entire authorized issue on the books, but during 
the period of sale, except when the books are being closed, it is 
not advisable to use the unissued stock account. 

The English practice is preferable as there is nothing to 
recommend the use of an unissued stock account in any case. 
It seems useless to place an account upon the books which serves 
no beneficial purpose. Its purpose, where used, is merely to 
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aid in shuttling the stock in and out of the books. It seems so 
much more desirable to treat the capital stock account the same 
as any other account and to record therein the actual sales of 
stock as they are made that we can see no good reason for the 
unissued stock account. It would seem just as logical for an 
adding machine company or typewriter company to authorize a 
branch office to sell a given number of machines in a given period 
and then immediately to record the sales on its books debiting 
Authorized but Unissued Sales and crediting Sales as it would 
to handle stock in this manner. Bonds are almost invariably 
credited to bonds payable account as they are sold and we fail 
to see any good reason why stock should be treated in any manner 
differing from the treatment accorded bonds. 

The profits of partners or sole traders are usually trans- 
ferred directly to an account with the party entitled to them. In 
corporation accounting, profits only become the property of the 
stockholders at the time that dividends are declared, therefore 
an account is required in the corporation's books to retain these 
profits until such time as they are distributed. This account is 
usually designated surplus, although in some organizations the 
term undivided profits is used instead. In such cases surplus 
is intended to designate an amount permanently set aside for the 
use of the business. This plan of procedure is usually adopted 
by financial houses. 

Commercial organizations almost invariably use the term 
surplus to represent amounts available for dividends. This may 
be either earned or invested surplus. In most cases, surplus is 
the result of earnings ; however, it may be the result of an actual 
investment in the company or a donation thereto. 

If a corporation's stock is sold at a premium, the amount 
received as premium may if desired be included in the surplus 
account and in the natural order of events be distributed as 
dividends. The sale of stock at a premium, however, is usually 
made for the purpose of providing additional working capital 
and to this extent its distribution as dividends is limited. The 
payment of a premium on an issue of stock is usually intended 
to equalize the interests of the incoming stockholders with the 
interests of the original stockholders whose stock already has 
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an accumulation of surplus belonging thereto. To illustrate this, 
we will presume that a corporation has a capital of $100,000.00 
and a surplus available for dividends of $10,000.00. An incoming 
stockholder buying a portion of a new issue of stock should 
contribute $10.00 per share to equalize the $10.00 of surplus that 
belongs to the original stockholders. This then will leave all of 
the stockholders on a par and if a dividend is declared of 10% 
the old stockholders will get their surplus while the new stock- 
holders will receive their premium. All of this being true, it 
seems self-evident that a premium paid on the sale of capital 
stock is rightfully distributable as dividends and that it is an error 
to hold it for any other purpose. 

In contrast to the sale of stock at a premium, we must also 
give consideration to the sale of stock at a discount. Under 
ordinary conditions, a corporation may not sell its stock at a 
discount. Any person who accepts stock in a corporation for 
which the corporation receives less than par therefor may be 
called upon to pay into the company, usually for the benefit of 
creditors, a sufficient amount to complete the par value of the 
stock. The exception to the rule seems to exist in cases where the 
corporation is in financial difficulties; at least, there are a con- 
siderable number of court decisions which hold that a company 
in financial straits may sell its stock below par and the purchaser 
thereof still be free from liability. This is a case where the 
discount on the stock issued to incoming stockholders is in fact 
an offset to the deficit or bad-will, or whatever else may be the 
cause of the undesirable financial condition of the company; 
therefore, after an investment in a company under such condi- 
tions, it may be presumed that all the stockholders stand on the 
same plane and would be entitled to receive dividends or other 
benefits of the company in the same degree. 

Donations to capital may be of two types. They may be 
actual donations to the company or they may be fictitious dona- 
tions. An actual donation may properly be credited directly to 
surplus although in general there are certain strings to such 
donations which require that they be set aside for a certain pur- 
pose or as a donation for working capital not available for 
dividends. 

In most cases donations are fictitious. They are created in 
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connection with the organization of the company where it is 
desired to make all of the stock of the corporation fully paid 
and yet have available for sale purposes a block of stodc at a 
discount. This is usually accomplished where something of 
uncertain value is being turned into the company as the basis 
of organization — something like a patent, a mine or in fact almost 
anything of a speculative value. The uncertainty of the value 
makes it possible to issue a very large amount of fully paid stock 
therefor. After the stock has been issued, a portion of it is re- 
turned to the company as a donation for working capital and 
this stock, if there is no question about the value in the original 
sale thereof, may be sold at any price by the company, and the 
purchaser thereof will not be further liable. The entry to record 
the donation of stock is : 



Donated stock $ .00 

Donation for working capital $ .00 

Stock donated to the company this day. 



This entry should be placed on the books at the par value 
of the stock. As the stock is sold — presuming that it is sold 
at a discount, as it usually is — ^the entry is : 



Cash ..J$ .00 

Discount on donated stock 00 

Donated stock $ .00 

Donated stock is sold at a discount. 

The term Treasury Stock is often used instead of Donated 
Stock; in fact, Treasury Stock is the most popular term, but 
inasmuch as it is also used to indicate many kinds of stock such 
as forfeited stock, unsubscribed stock or unissued stock, and there 
is more or less uncertainty in the exact meaning of the term 
whenever it is used, we do not recommend its use. 

In the course of time, all of the donated stock will be sold 
or the end of a fiscal year will arrive and it will be necessary to 
close the books. In either case, the discount on donated stock 
account should be closed into the donations for working capital 
account. When all of the stock is sold the donations for working 
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capital account will be left with a balance representing the actual 
amount received for donated stock ; or, if any portion of donated 
stock is still unsold, it will represent the total of the receipts on 
the donated stock plus the amount of the unsold donated stock. 
The entry necessary to transfer the discount to the donation 
account is: 



Donation for working capital .$ .00 

Discount on donated stock $ .00 

To close the discount on donated stock 
sold. 



After the entire amount of the donated stock has been sold, 
as stated above, the donations for working capital will represent 
the amount realized on the donation. The account will then be 
analogous to a donated surplus account, and if it is intended that 
it should be available for dividends, it may be closed directly into 
surplus. The very nature of the donation warrants the belief 
that receipts from the sale of this stock are supposed to be 
retained in the business as working capital ; therefore, the amount 
in the donations for working capital account should remain there 
or if desired it may be transferred to another account headed 
Invested Surplus. 

In this case the entry will be : 

Donations for working capital ^ $ .00 

Invested surplus $ .00 

The amount received on the sale of 
stock permanently set aside as in- 
vested surplus. 

Dividends may be declared at any time that surplus is avail- 
able for that purpose. This. Is usually done by a formal vote of 
the trustees or directors of the company. The entry to place a 
dividend on the books is : 

Surplus $ .00 

Dividends payable $ .00 

Dividends declared this day. 

As the dividend checks are issued an entry is made : 
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Dividends payable 4 '00 

Cash ..... $ .00 

Dividends paid this day. 

If dividends are paid on more than one class of stock, a 
dividends payable account is opened for each class. 

If a loss occurs in the accounts of a sole trader or partners, 
it is charged directly to the account of the party or parties of 
interest. After the capital is exhausted, use is made of a deficit 
account, but irrespective of how much their capital may be 
impaired, a deficit account may not be used until the capital has 
become exhausted. In corporation accounting, there being no 
individuals to charge the loss to and the ownership of the busi- 
ness being represented by shares which continue to remain in 
the hands of the owners, a loss cannot be charged against the 
capital account ; furthermore, as long as there is an actual invest- 
ment in the business the use of a deficit account would hardly be 
proper, therefore, inasmuch as the capital of the corporation is 
merely impaired, it is considered advisable to use the term Impair- 
ment Account to represent the amount of the losses which have 
reduced the capital. After the capital is exhausted, a deficit 
account would be properly used to contain the excess of losses 
over capital. 

Under recent legislation, shares of no par value may properly 
be issued in some of the States. This places a corporation in but 
a slightly different condition than heretofore. It does, however, 
change the operation of the books of account materially and 
instead of having the books show the amount of stock at par 
value they will, in all cases of this sort, show the stock at its 
actual sale price. As sales occur, this account will be credited 
directly with the amount received. The entry will be: 

Cash and other assets .$ .00 

No par value stock $ .00 

To record the sale of no par shares. 

Other conditions surrounding no par value stock remain the 
same as heretofore and it is just as important to keep earnings 
available for dividends separate from the investment as it ever 
was, and although it may be presumed that a no par value stock 
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account may properly show the proprietory interest of the holders 
thereof, we believe that the earned surplus which belongs to the 
no par value stock should be entered separately so that amounts 
available for dividends may be accurately ascertained. 

Where stock is being sold to the public, a subscription agree- 
ment is usually entered into among the group of stockholders 
who intend to organize the company or between the corporation 
and individuals who contemplate buying stock therein. In each 
case the corporation should record the subscription by the entry : 

Subscribers (jointly or severally) -...$ .00 

Capital stock $ .00 

Stock is sold this day. 

There are two or three types of entries which require con- 
sideration in explanation of the above. If there are going to 
be but a few stockholders an account could properly be opened 
for each one of them and an entry like the following would 
be made: 



Jno. Smith subscription account J$ .00 

Capital stock « $ .00 

If the stock is to be sold to the general public and a great 
many subscribers are expected, it is not desirable to have a 
separate account with each one of them in the general ledger, 
and as a substitute therefor an auxilliary or subsidiary ledger is 
used. This will require a controlling account in the general 
ledger. Such an account is usually designated Subscription 
Account. Entries to record subscriptions in this case will be 
similar to the following: 

Subscription account $ .00 

Capital stock $ .00 

John Smith subscribed for X shares 
this day. 

Many accountants maintain that all authorized stock should 
be placed upon the books as soon as the company is organized. To 
accomplish this, they use the entry 



Digitized by 



Google 



94 ELEMENTARY ACCOUNTING 

Unissued or unsubscribed stock ^ J$ .00 

Capital stock $ .00 

To record authorized stock. 



This t3rpe of entry throws all stock into the unissued stock 
account and credit must be given this account when it is sold. 
As stated before, we fail to see any reason for shuttling the stock 
through the unissued stock account, as the same information 
may be secured by using an account heading showing the author- 
ized amount of stock therein, as "Capital Stock, Authorized 
$100,000.00," and' much labor will be avoided; also, the capital 
stock account will show the proper amount outstanding at all 
times as well as the manner of sale. The use of loose leaf ledgers 
makes it almost imperative that the unissued stock account be 
avoided, for after the stock is all sold and the account is balanced, 
the sheet is usually removed from the ledger and a few years later 
cannot be found. The capital stock account in such a case will 
show as a credit the amount of the stock authorized and an ex- 
planation to the effect that the unissued stock account has been 
debited but the auditor is unable to do much if he cannot find the 
Unissued Stock ledger sheet. If the other form is used and capital 
stock is credited as sales are made, the information will always be 
available as the capital stock account will never balance while the 
concern operates and the sheet will necessarily remain in the 
ledger. 

Where stock is sold on installments, the subscription account 
becomes an account somewhat like an accounts receivable account 
and is credited with each payment as it is made. It is charged 
with the amount originally subscribed, usually at the net amount 
of the subscription where a subscription has been made at a 
discount. An entry in this case would be: 

Jna Smith subscription account $ .00 

Discount on stock $ .00 

Capital stock or donated stock .00 

Under some forms of stock selling, the subscription is pay- 
able only on call. This, however, is not a very popular practice 
in this country although we are informed that it is used extensively 
abroad. Wherever stock is sold on call, the common practice is 
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to open a calls account for each call. This is accomplished by 
crediting the subscriber and debiting the call with the. entry : 

Call No. 1 .$ .00 

Subscribers . $ .00 

The call account being of such a temporary nature, it is 
usually deemed unnecessary to open a calls ledger and in lieu 
thereof a list of the amounts called showing the name of each 
subscriber and the amount he should pay is prepared for the use 
of the accountant. The total of this list will of course agree with 
the debit of the calls account. As payments come in, they are 
credited in a column provided on the list following the sub- 
scribers' names and the amount due, and the total payments 
received are ultimately credited to the calls account so that when 
the entire list is filled and all of the accounts are paid, the calls 
account will be closed. This, you will notice, makes the calls 
account a sort of a controlling account with the list representing 
the details or the accounts receivable ledger. 

Under the laws of Washingfton, if a corporation properly 
provides in its minutes, it may require the forfeiture of any 
stock that has not been fully paid. Forfeited stock must then 
be sold ; the corporation, however, cannot make a profit on the 
forfeiture for, under the laws of this State, a corporation may 
only sell as large a portion of stock as is necessary to secure an 
amount sufficient to pay the delinquency, viz., if a man owes 
$500.00 on his stock and holds 100 shares, and if 5 shares of this 
stock will produce the $500.00, only 6 shares may be sold. In 
this State, no accounts are ordinarily necessary for the hand- 
ling of forfeited stock except in cases where the corporation is 
compelled to take in the stock in order to save itself from loss. 
In a case of this sort, the entry would be : 



Forfeited stock $ .00 

Subscribers or subscription account $ .00 



the cost thereof which ordinarily may be presumed to be the 
Stock acquired under forfeiture should be recorded at 
amount due on the account of the delinquent subscriber. 
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When forfeited stock is sold at a loss an entry is made like 
the following: 

Cash or other assets J$ .00 

Loss on forfeited stock .00 

Forfeited stock $ .00 

Stock of J. Jones sold this day at a 
discount. 

If it should happen that a profit is made on this stock, a credit 
would occur to Profit on Forfeited Stock instead of Loss on 
Forfeited Stock, as recorded above, provided of course that the 
profit belongs to the company and not to the stockholder. 

The above illustration is another very good argument against 
the use of the term Treasury Stock. If the term Treasury Stock 
were used above instead of the term Forfeited Stock, we would 
have a t)rpe of stock included under the heading Treasury Stock 
which was carried at its cost. Other treasury stock such as 
donated stock is usually carried at its par value. This difference 
with many other conditions which surround the handling of stock 
under various circumstances makes it desirable to use other 
account headings instead of the term Treasury Stock. 

In cases where forfeited stock may be considered as a reduc- 
tion of the capital of the company it is usually recorded at par 
so it can be deducted from capital stock when financial statements 
are being prepared. 

Transfers of the shares of stockholders are not recorded in 
the financial books of the company, auxiliary records being car- 
ried for this purpose. Usually there are stock records wherein 
each stockholder is credited with the amount of his ownership 
in the company in shares. In some cases the par value of the 
stock is shown as well but we believe a record of the number 
of shares held by each stockholder is all that is desired. Transfers 
of stock from one person to another are often recorded in a 
transfer or stock journal, although the certificate stubs may serve 
the purpose. A stock journal is usually arranged with sections 
numbered to correspond with the certificate. After a certificate 
is issued, an entry is made crediting the new stockholder with 
the certificate issued and charging the old stockholder. In view 
of the fact that in some cases four or five certificates are merged 
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into one it is often considered advisable to allow at least four or 
five lines to each section so that a separate line may be used for 
each item. 

The sections are usually numbered in advance to correspond 
with the number of the certificate that is to be recorded therein. 
About ten certificates are entered on each page. 

It willbenoticedthatastockholder is credited with the amount 
of stock he holds. Some ledgers are arranged to charge him with 
his stock on the theory that he received the certificate. This is 
very poor form, however, for the certificate is nothing more than 
the receipt or evidence of ownership. 

Following is a form of stock journal, also a stock ledger, 
showing the ledger record of the certificates recorded in the 
journal. 



Digitized by 



Google 



96 



ELEMENTARY ACCOUNTING 



< 



CO 



1 • 


ss: 










H 


ss 










-^ 












II 


43 

1 

• 

*-• 










4 

i 


J. D. Jonas 

831 Seneoa St., 
Seattle. 










^ 












S'S 


§ 










I* 

II 

it 


101 
7/1/33 


o 


o 


s 





I! 



S 



CO 

a 
s 





Si 


ii 


2g 


1 

1 


5 

1 

• 
< 




11 


•HH 


II 


si 


2 


1" 


10 


1 

o 


• 

s 


Ii 


- 


1 



Digitized by 



Google 



PROPRIETORSHIP 99 

Upon the dissolution of a company, the shares are turned 
in in exchange for the proportionate amount available from the 
realization of the assets. The realization of the assets of a 
corporation is accomplished in the same manner as was outlined 
earlier in this chapter to illustrate the dissolution of a partner- 
ship. In illustrating the closing of a corporation, we will presume 
that the realization had been carried to a point where it had pro- 
duced the following balance sheet : 

BALANCE SHEET OF THE "X" CORPORATION 

Cash $ 60,000.00 Accotmts payable $ 5,000.00 

Realization account Surplus 46,000.00 

(loss) 40,000.00 Capital stock 60,000.00 

$ 100.000.00 $ 100.000.00 

The next step of procedure is to pay all the liabilities, making 
the entry : 

Accounts payable $ 5,000.00 

Cash - $ 5.000.00 

Accounts payable paid this day. 

The second step is to close the realization account into surplus 
with the entry: 

Surplus : $ 40,000.00 

Realization $ 40,000.00 

To close the latter account. 

This will leave the corporation with the following balance 
sheet : 

BAL.\NCE SHEET OF THE "X" CORPORATION 

Cash $ 66,000.00 Surplus $ 6.000.00 

Capital stock 60,000.00 

$ 66.000.00 $ 66.000.00 

The above indicates that each $100.00 share of the stock in 
the company is worth $110.00, therefore it may be stated that 
the stock is to be cancelled or redeemed at $110.00. After this 
has been accomplished, the books will be closed with the entry: 

Surplus ~ .$ 5,000.00 

Capital stock 50,000.00 

ash $ 55,000.00 

Stock is redeemed at $110.00. 

This will close the books. 



Digitized by 



Google 



Chapter VI. 



COLUMNAR BOOKS OF ORIGINAL ENTRY 

As outlined in a previous chapter, transactions were orig- 
inally entered in a day book and then transferred to a journal 
before they were posted to the ledger. 

In the more modem systems, the day book is eliminated 
making the journal the book of original entry and the ledger 
the book of final entry. Due to the adoption of specially ruled 
books, many of the transactions which were ordinarily journal- 
ized individually are now entered collectively into books arranged 
therefor and each book which contains items of a particular 
class is given some designating name. This gives rise to such 
books as the sales book, purchase book, cash book, etc. These 
books are really journals, although they are designated by some 
other name, and should still be looked upon as journals. 

We will endeavor to take up the elaboration of the journal 
in sequence somewhat along the lines of what we presume is its 
evolution; however, we wish to give a little space to the prin- 
ciples upon which a journal is constructed. 

In the first place, we will assume that the original journal 
contained a date column, a space for the entry and its description, 
a column for the posting reference, and money columns for debits 
and credits. Today we quite often find the date entered in the 
explanation column although even in cases where this is done the 
marginal column on the left side which was originally used for 
the date still appears. 
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Following is the basic form of the journal with the two 
forms of journal entries. 
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In cases where special information is required and where 
this special information can be recorded in columnar form, extra 
columns subdividing the explanation column are often provided. 

Following is a form illustrating the detailed subdivision of 
the explanation column. 
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In considering the expansion of the journal, we will pre- 
sume that the first step in the evolution thereof was the arranging 
of additional money columns into which items of a class could 
be entered. To illustrate, we will presume that in a particular 
organization it is deemed advisable to provide an additional 
column for recording sales. The journal in this case will be of 
the following form. 
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This arrangement will permit the sales to be recorded in 
one column and will save numerous postings to the credit of the 
sales account as a total of the sales may be posted as one item. 

Further elaboration of the journal along the same lines may 
be carried out, limited only by the size in which desirable paper 
can be secured. Ordinarily a journal should not exceed 18 or 
20 colunms. 
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Where a columnar journal is being used, it is often advisable 
to arrange the columns so that they alternate, debits and credits ; 
this is done for the purpose of facilitating the proving of the 
accuracy of the pages. The basic principle of double entry is 
that the debits equal the credits ; therefore, in a columnar journal, 
the total of the debit columns should equal the total of the credit 
columns. Where a considerable number of columns are being 
used, it is generally found that some of the accounts require a 
column for only one side, viz. debit or credit — for instance, a 
column is not required for a credit to expense — ^therefore, in the 
arrangement of a columnar journal containing a very great 
number of accounts, it is found almost impossible to alternate 
the debits and credits. Where a deviation from the alternate 
debits and credits occurs, it quite often causes difficulty in proving 
the pages. There is no good reason why it should cause this 
difficulty but the fact remains that debits are often entered or 
totaled with credits and credits with debits, with the result that 
the pages do not balance out readily. In order to avoid this 
difficulty, journals are often prepared with all of the debit columns 
on the left hand side of the explanation column and all of the 
credit columns on the right hand side. This gives a journal 
ruled somewhat like the following: 
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This form of journal is used in some cases with but one or 
two columns on a side, in other cases it will be found with ten 
or a dozen columns on a side or probably with three or four 
columns on one side and fifteen or sixteen on the other. It may, 
of course, be arranged in any manner deemed desirable by the 
accountant. 

Wherever columns are provided to contain the cash account, 
the columnar journal is designated a cash journal. Cash journals 
are ruled in almost any of the forms outlined above. Where 
they are so prepared, it is usually found that all entries of every 
kind are recorded therein. This is very desirable for a real small 
business; it is not, however, considered desirable for a concern 
which has a sufficient amount of work to employ a bookkeeper 
as, wherever there is this amount of work to be done, the use of 
other special books will simplify the recording considerably and 
a cash journal would prove quite cumbersome. 

Where the business is very simple and the owners keep their 
own books, it is considered advisable to use a cash journal with 
all of the debits on one side and all of the credits on the other. 
This form of entry is very easy to explain and books arranged 
in this manner can be operated by a person who knows but very 
little about bookkeeping. The result is that this form is recom- 
mended very extensively for use in small businesses. 

In the arrangement of columnar journals, there are»a few 
principles which should be adhered to very conscientiously. 
They are: 

(a) Columns debit and credit must be provided for mis- 
cellaneous entries for which special columns have not 
been arranged. Sometimes these columns are headed 
Sundries. 

(b) Columns from which postings are to be made to the 
ledgers should be arranged as close to the explanation 
column as possible. 

(c) Wherever subsidiary ledgers, such as accounts re- 
ceivable ledgers or accounts payable ledgers, are used 
and controlling accounts are carried in the general 
ledgers to balance these subsidiary ledgers, special 
columns must be provided in the columnar journal to 
make possible the three way posting which is necessary. 
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Special columns are only prepared for those accounts which 
receive a sufficient number of entries to warrant the use of such 
a column. It is not considered advisable to provide a special 
column for accounts like Rent which ordinarily receives but one 
entry a month and should be entered in the miscellaneous or, as 
it is sometimes designated, general ledger column. This permits 
all entries of every kind to be entered in the one book. The 
writer has seen cases where columns were provided for both 
general ledger and miscellaneous but owing to the fact that the 
same entry could be made in either column it is considered very 
poor form. 

It is advisable to place columns from which postings are to 
be made as close to the explanation column as possible for if it 
is not done too great a distance will be found between the name 
and the details of the account, and the amount to be posted. 
This, of course, will increase the possibility of error in making 
the postings. 

As outlined in a preceding chapter, entries which are posted 
in detail to a subsidiary ledger must be posted in total to the 
controlling account in the general ledger, otherwise the total of 
the accounts in the subsidiary ledger will not be in agreement 
with the controlling account in the general ledger. 

There are two methods of closing a cash journal at the end 
of a fiscal period. One plan summarizes all of the columns and 
makes a journal entry, with equal debits and credits, which is 
the basis of the postings to the ledger. The miscellaneous or 
general ledger column, having been posted in detail, is not posted 
again and to avoid this the amounts shown in the closing journal 
entries are checked. The other form of closing is by far the 
more desirable. It does not require the use of a closing journal 
entry; in lieu thereof, the amounts are posted directly from the 
column in which they appear and the folio number or a check 
mark is placed just below and in the same column as the amount 
posted. 

Following is an illustration of these two methods of closing 
a columnar journal. 
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In the journal outlined above, we have arranged a column 
for sales, purchases, etc. It is usually considered more satis- 
factory to have items of this sort recorded in separate books. 

A sales book is intended to care for all of the sales of an 
organization. It should be restricted, however, to entries cover- 
ing the sales of the article dealt in and should not contain sales 
of fixtures, sales to the owner which ordinarily should be re- 
corded at cost price, sales to branches or in fact any sales which 
are not intended to be profit-bearing or which are not of goods 
actually purchased for resale. A good rule to follow is that a 
sales account should receive credit only for goods which have 
been actually disposed of to outsiders and which were originally 
charged to the purchase account. 

Sales of fixtures should always be recorded by journal entry 
for the reason that the asset account which contained them is 
entitled to credit and they are never purchased for the purpose 
of resale at a profit. 

Goods taken by the owner are a credit to the purchase 
account instead of to sales account for the reason that they do 
not carry with them the proper proportion of profit. These are 
also recorded by the aid of a journal entry, usually after they 
have been summarized at convenient periods. 

Sales to branches are usually made at some fictitious price. 
In any case, they actually have not been disposed of and there- 
fore no profit has resulted and they should not be included with 
the profit bearing sales. The same is true with goods on con- 
signment. 

Installment sales and sales on approval require special con- 
sideration. 

Under the federal law, the profit on an installment sale 
may be apportioned over the period of credit g^ven. It is there- 
fore advisable to keep the installment sales entirely separate 
from other sales so that the profit thereon may be properly 
apportioned to the various periods. In order to accomplish this, 
it is considered advisable to use a separate sales record and a 
separate ledger for such sales. 

Sales on approval are not sales at all and great care must 
be taken to see that they are not included with the other sales 
and a profit taken thereon. It is usually considered advisable to 
make a separate record of such sales, debiting the customer on 
approval and crediting approval sales. After a reasonable time 
has expired so that title may be presumed to have passed, this 
entry may be reversed and the sale recorded in the usual man- 
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ner. Sales on approval, by the way, open up one of the greatest 
opportunities for fraud that there is. Salesmen quite often 
accept sales on approval for the purpose of securing com- 
missions. Concerns in financial difficulties quite often ship goods 
on approval in an effort to show a larger profit on operations. 
Care must be taken in all cases to see that these sales or other 
fictitious sales are not recorded in the books in a manner which 
will permit them to appear as profit-bearing. 

Sales books are used very extensively. They are sometimes 
designated bought books but we believe this term is used^ almost 
exclusively abroad. Following is a simple form of a sales book : 
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You will notice that special columns have been provided for 
accounts receivable to facilitate the posting to the customers' 
ledger, also that the total of the credits in the distribution columns 
is equal to the total of the charges to accounts receivable. This 
form of tabular proof should always be embodied in every col- 
umnar book if possible ; it is a proof that an accurate distribution 
has been made on each page throughout the period. 

In general, sales are recorded with trade discounts as de- 
ductions. Cash discounts are never deducted in the sales book ; 
in fact, the very condition which warrants the deduction only in 
cases of prompt payment requires that the entry be made in the 
cash book. 

In some cases where the trade discount consists of some- 
thing in the nature of contingent quantity discount (C. Q. D.); 
no deduction is made therefor. Again, the nature of the trans- 
action necessitates that it be entered in some other manner; in 
this case, the reason is that the amount thereof cannot be com- 
puted until the end of the fiscal period for the reason that the 
discount varies with the amount of the purchase. G>ntingent 
quantity discounts are found in the accounts of automobile 
manufacturers, cracker manufacturers, and a few other concerns. 
An increased volume of business with a particular house entitles 
the purchaser to an increased rate of discount. Credits are 
usually entered on the books at the end of each period, the rate 
of apportionment being based on the amount of goods purchased 
during that period. 

In an ordinary set of books, the total of the sales represents 
the total charge to the accounts receivable controlling account, 
and inasmuch as a column is usually provided in the sales book 
for the debits to the customer and the total thereof represents 
the total charged, it is unnecessary to give special attention to 
the controlling account in the arrangement of the book. It is 
only necessary to see that the total of the items posted to 
accounts in the customers' ledger is also posted to the controll- 
ing account. 

In some cases, return sales are entered in red ink in the 
regular sales book. This plan has proven to be rather confusing 
and is not to be recommended. We believe it much more ad- 
visable to set aside a few sheets of the rtgalas sales book each 
month and record thereon the return sales or credit memoranda. 
These sheets may be kept in the r^^lar sales book or may be 
bound separately in a Returned Sales Book. The Returned 
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Sales Book will be handled just like the regular sales book with 
the exception that credit columns will become debit columns 
and debit columns will become credit columns. 

In a great many large concerns, sales are not recorded in 
detail in any book. In lieu thereof, a sales abstract is used 
wherein a single line is allowed for each sale made. In some 
cases, the record does not even show the name of the customer. 
This plan simplifies the method of handling sales immensely. It 
is accomplished by the aid of carbon copies of invoices which 
become the original record. Invoices are usually prepared from 
shipping orders or some other similar record which shows the 
nature of the goods disposed of. Where this plan is used, the 
invoice is prepared in duplicate, each one being numbered con- 
secutively. The duplicates are filed in some convenient binder 
and are the basis of the posting to the customers' ledger. 

This plan of posting from memorandum slips is called the 
slip system. It is adaptable to almost any purpose and if desired 
may be used throughout the bookkeeping system. 

At convenient times during the month, the amount of the 
invoices is entered in the sales abstract book — one line being 
allotted to each — ^and the distribution is made thereof so that the 
proper account will get credit for the sale. The following is an 
acceptable form. 



SALIS ABSTRACT 



Dat« 



10 



Boobtr 



FQr^d 
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8al«0 
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100 00 



Distribution 
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Purchases may be recorded in separate books in the same 
manner as is outlined for sales; at least, books with the same 
general columns may be used. There is, however, certain in- 
formation which is ordinarily required in connection with pur- 
chases which is unnecessary in dealing with sales. For example, 
a purchase record is usually so arranged that the terms of pay- 
ment and maturity dates may be recorded. The procedure in 
keeping a purchase record is somewhat different from that em- 
ployed in handling sales. In the first case, the detailed record 
of the transaction — the invoice — has already been prepared so 
that from the purchaser's standpoint it is only necessary to record 
it in some adequate manner and retain it in some easily accessible 
form. 

A number of years ago, it was considered good form to paste 
the incoming invoices into a large scrap book from which post- 
ings were made direct, or an abstract was prepared summarizing 
the items to facilitate posting; modem ipethods, however, make 
the scrap book almost obsolete and now-a-days we find in the 
vast majority of organizations that the incoming invoices are 
given a number corresponding with the number of the line in the 
purchase book in which they are entered. The invoices are then 
filed numerically. The ledger account usually shows, in the folio 
column, the serial number of the invoice, and by reference to the 
ledger account, the number of a particular invoice desired may 
be secured at any time. This method differs from the ordinary 
plan of showing the page number of the books of original entry 
in the folio column in the ledger but it must be borne in mind 
that folio columns in the ledger are intended merely for the pur- 
pose of providing cross reference and it is good form to provide 
for reference in the simplest, most direct manner. 

There are a considerable number of ways of handling in- 
coming invoices ; the most simple and probably the most desirable 
consists of the following: 



(a) Recording in some convenient manner so that it is 
possible to ascertain that the invoice has actually been 
received. 

(b) Verification of accuracy by comparison with requi- 
sitions, receiving records, price records, etc. 
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(c) Assembling all invoices from one firm until the monthly 
statement arrives for comparison and reconciliation 
therewith. 

(d) Entering each invoice individually, or if preferred, 
each statement. This will permit them being handled 
collectively allowing one or more lines for each entry. 

(e) Posting the items to the proper ledger account to the 
credit of the seller, simultaneously making a memo- 
randum on a tickler as to the maturity date of the 
item. This is not important in many lines of business 
but should be used wherever a discount is given for 
payment by a certain date. 



The sales book and purchase book both relate to transactions 
dealing with goods. Giving consideration to the number of 
entries that are made, the next in degree of volume relates to 
the receipt or disbursement of money; therefore, concerns of 
considerable size arrange to keep their cash transaction separately. 
This gives rise to the use of a cash book wherein such transac- 
tions are recorded. 

Many concerns use but one book which contains both the 
receipts and disbursements of cash; other coiicems keep the 
receipts and disbursements separate. 

Where but one book is used, we believe the cash book may 
properly be looked upon as a detailed cash account. It will have 
all of the debits to cash on one side and all of the credits to cash 
on the other and therefore is without doubt the best cash account 
that could be prepared. As evidence of this, a great many ac- 
countants do not attempt to have a cash account in the ledger 
and instead refer to th^ cash book, even for the figures which 
are required to make up their trial balance. We recommend, 
that even where a cash book is used, cash accounts be kept in 
the ledger. Our reason for this is that cash books fill up with 
considerable rapidity and unless a ledger account is used it 
becomes very difficult to audit a concern owing to the inability 
to connect the various cash books with the rest of the records. 

There are a great many forms of cash books ; for our pur- 
pose, however, we will only attempt to deal with the simplest 
ones at this time. As outlined heretofore, columns should be 
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arranged in such a way that those ^rom which postings are made 
frequently will appear nearest the explanation column; other 
columns should be provided for any type of items which can be 
posted satisfactorily in totals. Where controlling accounts are 
used, a separate column must be provided for each subsidiary 
ledger, otherwise it will be impossible to make a satisfactory 
posting to the general ledger which must contain, in the con- 
trolling accounts, the details of all items posted to the subsidiary 
books. 

A cash book should be arranged so that the difference be- 
tween the two sides will represent the actual cash on hand. In 
some cases, cash on hand may be presumed to mean the cash 
that is at the bank and also the cash that is in the drawer. In 
other cases, cash on hand means only the money that is in the 
drawer. This difference is secured by treating the bank as a 
separate account. Under such a plan, columns must necessarily 
be provided in the cash book wherein cash can get credit for all 
of the money deposited in the bank and can be charged with all 
of the money returned from the bank for disbursement. A book 
of this t3rpe is operated on the theory that a check represents the 
return of money to the cash account and its later disbursement as 
cash. 

Following are two types of cash book ; the first illustrates a 
cash book wherein the cash on hand represents the amount in the 
bank and in the drawer ; the second shows how bank columns are 
included wherever it is intended to keep the cash and bank 
separately. 
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When balancing the cash to determine the amount available 
for disbursement, where the second form is used, it is necessary 
to bring in to the computation the amount in the bank as well as 
that shown by the cash book. 

In small concerns, there is a tendency to intermingle the 
proprietor's transactions with those of the business. It is usually 
considered inadvisable to do this, however, in many cases it 
cannot be avoided. Where it is done, there is a tendency to have 
additional columns in the cash book to record the proprietor's 
individual transactions. There is no doubt but that a consider- 
able saving of time in posting results where these columns are 
used but we believe greater satisfaction will result if the trans- 
actions with the proprietors are posted individually to an account 
kept for the purpose in the ledger. They can then refer to their 
individual transactions without being compelled to work through 
the entire cash book or a number of them. 

In a great number of concerns, the receipts of cash are 
handled separately from the disbursements of cash. In some 
cases this separation is even carried to the extent of having 
different people perform the tasks; in other cases, this separa- 
tion is made even if one person handles both. 

This method is of advantage in any case where it is possible 
to put the entire amount of cash receipts into the bank, par- 
ticularly on account of the ease with which incoming items may 
be checked and verified with the bank account. Wherever this 
is done, a small fund of petty cash is set aside for disbursements 
where money is required and which cannot economically be 
handled by check. This petty cash fund is usually kept entirely 
separate from the general cash and in such a case the general 
cash balance will always be nothing. In other cases, the petty 
cash and general cash are kept in the same drawer and the cash 
is balanced to a given amount each day which represents the 
amount of the petty cash. For instance, we have a client hand- 
ling automobile accessories who keeps $300.00 on hand at all 
times for change and petty cash disbursements. The total amount 
of the cash receipts are put into the bank daily with the result 
that each day, after making up the deposit, $300.00 should re- 
main in the possession of the cashier. 

The book into which the record of cash receipts is made is 
called the cash received book or in some offices the cash book. A 
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cash received book is invariably constructed or arranged upon the 
principle that the total receipts are deposited in the bank , there- 
fore, the columns in the book should be arranged in such a way 
that the total cash receipts which may be designated as credits 
will equal the bank deposits which may be considered as debits. 
A simple form of cash received book is as follows : 



OASH RICKVIO BOOK 
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In balancing the cash, the total of the accounts receivable, 
general ledger and cash sale columns should equal the bank deposit 
column. As in all other books of original entry, the columns 
from which the most postings are made should always be as 
close to the name of the account as possible; therefore, since 
ordinarily the majority of items relate to accounts receivable, 
the accounts receivable column should appear first, one column 
being used for each accounts receivable ledger. These columns 
should be followed by general ledger columns wherein items to 
the general ledger may be entered. If there should be any type 
of item which does not require detailed posting and which may 
be posted in total at the end of each month, the special column 
therefor would follow the general ledger column. Such a coliunn 
could be used for cash sales of merchandise or similar things. 

In a great many concerns, discounts are allowed for prompt 
payment. This necessitates that the amount of the discount be 
handled in such a manner that the customer will receive credit 
for the full amount charged to him and yet that a tabular proof 
in the cash book will still be possible. There are a number of 
ways of handling this item. For our purpose at this time, we 
will only attempt to illustrate one method. 

In the above illustration, we show but one debit column and 
that is for the bank deposits. If discounts occur, they could be 
entered in a separate column which should be adjacent to the 
bank column thus placing all of the debit columns together. 
This will give us a cash book like the following with a number 
of credit columns offsetting the two debit columns in total. 
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We wish you particularly to notice the manner in which dis- 
counts have been handled in these books. There are a variety 
of ways of handling these items. The above method shows an 
entry of cash received greater than the actual amount received 
with an offsetting entry on the other side showing a disbursement 
equal to the discount. This, to a certain extent, is a journal entry 
in the cash book. The above form is not only of advantage in 
showing the method of handling discounts in general but it also 
illustrates a method of journalizing which is possible in an 
ordinary cash book. The writer does not recommend the use 
of a cash book as a journal for ordinary purposes but in order 
to avoid the necessity of posting the cash and discount separately 
it is deemed advisable to include discount entries in the general 
cash book. 

In a cash journal, it is possible to make miscellaneous journal 
entries, for both debit and credit columns are provided for most 
of the accounts and entries affecting other accounts can be placed 
in the miscellaneous column. A cash received book, however, 
cannot be used for making miscellaneous journal entries for the 
reason that the debit columns ordinarily provides for just two 
t3rpes of items, the bank and the discount ; therefore entries that 
may be made therein are necessarily restricted to those with 
debits affecting the two accounts only. 

The slip system is often used to facilitate the handling of 
cash receipts. This consists of recording all cash receipts in 
detail in duplicate on bank deposit slips. One copy of the deposit 
slip goes to the bank and the other is retained in the office, post- 
ings being made directly therefrom to the ledger. This plan is 
not recommended for general use but it has proven decidedly 
advantageous for the use of lumber jobbers or similar persons 
who make all sales subject to sight draft. When a settlement is 
made with the bank by the purchaser of a shipment, the bank 
usually forwards to the shipper a duplicate deposit slip showing 
the amount placed to his credit. The deposit slip is then filed in 
a convenient manner in the office of the shipper and postings, 
etc., are made therefrom. 

In very rare cases, a third type of column is used to care 
for the receipt of stamps which are being accepted as the 
equivalent of cash. Some concerns — notably mail order houses — 
receive many stamps in pa)rment of goods. The customer is 
entitled to credit the same as if cash had been sent in but banks 
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do not accept stamps for deposit, therefore, some column is neces- 
sary to contain them in order to keep the cash received book self- 
balancing under the method of tabular proof outlined in a pre- 
ceding chapter. It is true that some concerns keep their stamp 
receipts entirely separate from the cash receipts, but inasmuch 
as stamps and cash may come in from the same customer and all 
of the detail and procedure which is necessary in handling cash 
receipts is also necessary for stamps receipts, it seems inadvisable 
to use a separate book for stamps. The inclusion of stamps in 
the cash received book will necessitate a ruling somewhat like 
the following: 
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There are many other items which are often treated as 
being the equivalent of cash yet are of such a nature that they 
cannot be immediately used ; such things as I. O. U's, certificates 
of time deposits, checks not payable on demand, foreign items, 
or deposits made in a foreign country for the benefit of a con- 
cern. These items should not be intermingled with the general 
cash except in rare cases. - We recommend that a separate ledger 
account ht opened for each so it may be held in suspense until 
such time as it becomes available for deposit in the current 
bank account. 

I. O. U's, ordinarily should not be permitted; however, we 
find it very difficult to eliminate the custom of accepting I. O. U's 
from employees unless radical methods are employed. A book- 
keeper before accepting an I. O. U. from an employee, should 
demand that the employee secure an authorization from the 
manager or someone else in authority ; this will have a tendency 
to reduce the number of these tickets. They are generally in- 
cluded in the general cash although in some cases a fund is set 
aside similar to a petty cash fund and is used exclusively for 
this purpose. 

Foreign items are usually not placed upon the books until 
the actual net proceeds can be ascertained. In most cases, no 
entry whatsoever is made for them until a bank has been con- 
sulted and the amount they will allow therefor has been de- 
termined. 

Items like certificates of deposit or foreign deposits are of 
a more permanent nature than the items mentioned above and 
for this reason ledger accounts are almost invariably operated 
therefor. 

Cash payments may be made through a cash paid out book 
or as it is often designated, a check register. Where all of the 
cash receipts are deposited in the bank, it becomes necessary to 
issue checks for all disbursements except those that are handled 
through a petty cash fund. 

A great many concerns keep all of their bills paid and for 
this reason do not require the use of a purchase book. Their 
method is to credit the bank and debit the proper purchaser or 
expense accotmt without using a purchase book or an accounts 
payable ledger. For concerns which are so small that it is un- 
necessary to keep accounts with their creditors or whose financial 
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strength is such that they do not need to owe anyone, this method 
no doubt is in many cases satisfactory but the most concerns find 
it necessary to keep accounts with their creditors and in this case 
their check register will require columns wherein the payments 
to creditors may be entered. If an auxiliary ledger is used for 
accounts pa3rable, a separate column must be provided in the 
check register to list the debits thereto but if the accounts with 
creditors are kept in the general ledger, pa)rments thereon may be 
properly listed in the general ledger column. 

There are innumerable conditions which may affect the ruling 
or arrangement of columns of a check r^^iter, so many in fact, 
that we will not attempt to cover them at this time. We believe 
it well to state, however, that a check raster should be provided 
with columns wherein the deposits put into the bank may be 
recorded so that the bank balance can be ascertained at any time. 
It is true that these figures are but memoranda yet it is usually 
so necessary to know die exact amount available for distribution 
that it is considered advisable to have the record kept parallel 
with the checks issued. Following is a form of check register 
which illustrates the plan we have outlined above. 
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In connection with the check register, we wish to state that 
where they are used it is usually considered unnecessary to fill 
out a check stub. This is true for the reason that the check 
register contains all of the information which is ordinarily found 
on a check stub. This method permits the use of padded checks 
which are much more conveniently handled than checks which are 
attached to stubs and bound in a book. 
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Chapter VII. 
STATEMENTS AND GRAPHS 

Books of account designed without careful consideration to 
the ultimate preparation of financial reports are a great deal like 
words without a language; certainly books which do not record 
facts or which do not lend themselves readily to the displaying 
of information are not very desirable. 

We believe that every set of books should be designed with 
careful attention to the financial reports which will ultimately be 
prepared therefrom. In our accounting practice, we demand of 
our accountants that when preparing a system of accounts they 
first prepare a pro-forma financial statement which will show the 
financial status of the firm and its progress. After these financial 
statements have been prepared, the books of accounts are designed. 
We have found that this method of procedure accomplishes the 
most satisfactory results and for this reason we have hurried 
through the fundamentals of our subject in this text so that we 
could bring the student to a point where we could properly pre- 
sent to him the various forms of financial statements. We be- 
lieve that by adopting this procedure the student will have a more 
definite knowledge of the purpose of accounting records and will 
therefore be able to take up the more advanced study with better 
understanding. 

Most executives who make a careful study of their business 
require approximate monthly statements of progress. These 
statements are quite often prepared from books which are actual- 
ly closed ; in fact, many accountants of national reputation believe 
that the books of account should be closed any time that any 
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kind of a statement is prepared. The majority of deep thinking 
accountants, however, realize that a monthly period is altogether 
too short for the preparation of anything like an authentic state- 
ment ; also that too much confusion exists in analyzing an account 
which has been closed twelve different times during the year and 
which contains innumerable items that are supposed to correct 
other items relating to past periods. Any accountant who has 
attempted to prepare annual statements from books which have 
been closed monthly should certainly hesitate before adopting a 
system which causes so much difficulty, confusion and waste of 
time. 

Our experience has proven that equally satisfactory reports 
can be prepared without closing the books. This is accomplished 
by the aid of the six column trial balance illustrated in a pre- 
ceding chapter. The two middle columns contain all of the entries 
to the accounts during a particular month. It is only necessary 
to take these entries, approximate the inventories, and prepare 
therefrom financial statements in any form desired. Following 
is the trial balance of a small automobile establishment. This 
automobile agency sells cars, parts, etc. 
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Inventories have been secured on the above cars and similar 
large units at actual cost while the inventories of parts, gas, etc., 
have been approximated by using predetermined percentages. 
This is called the gross profit method of ascertaining inventories. 

The gross profit method of ascertaining inventories is desir- 
able for use in any case where records are available from which 
the percentage of gross profit on sales can be ascertained and 
where the nature of the goods is such that they cannot be in- 
ventoried or the nature of the report does not warrant the ex- 
pense incidental to preparing an inventory. 

In the case of a fire loss, the goods, of course, cannot be 
inventoried, while in the case of monthly closing, the percentage 
figures are usually sufficiently accurate for the purpose so that a 
physical inventory is unnecessary ; in fact, in many cases we have 
found that the inventory secured by the gross profit method is 
much more accurate than an inventory secured by an actual 
counting of the goods. 

We have in mind one concern where inventories have been as- 
certained by this method for years. This concern handles five 
different products. The variation thereon has never exceeded 
one-half of one per cent although in closing the books for each 
year it is usually found that some item is left out of physical 
inventory. This is found by a comparison of the estimated in- 
ventory with the physical inventory. Careful search has always 
been successful in locating the items. The writer remembers a 
case a number of years ago where two of the accounts were 
found to be wrong; one account was $1,500.00 off; the moment 
that the amount was mentioned, the office manager recalled a 
shipment of returned goods which had not been given con- 
sideration. The other account appeared to be out but $400.00. 
Considerable search was required before the cause of this error 
was discovered. It was found that departmental transfers cover- 
ing "policy repairs** had not been made. 

When ascertaining the inventory value of goods by the gross 
profit method, the first step is to ascertain the percentage of gross 
profit which the selling price contains. For our purposes we will 
presume this is 30 per cent, then in the calculation, 70 per cent 
will be used to represent the cost. The second step is to ascertain 
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the net sales and multiply the amount thereof by the percentages 
representing the cost (70%). This will give the cost of the 
goods. The third step is to ascertain the original inventory plus 
the purchases. The cost of goods sold should be deducted there- 
from, thereby giving the amount of goods which should be on 
hand. 

Inventories and adjustments affecting the above six column 
trial balance are assumed to be as follows : 



INVENTORIES AND ADJUSTMENTS 

I. Determined by deducting unit cost of articles sold : 

New Car Inventory $ 17,046.40 

Used Car Inventory 16,747.56 

(For illustration of this method see Running Inventory of 
Used Cars on page 151) 

II. Determined by count or calculation of residue : 

Shop Supplies $ 358.79 

Insurance prepaid 126.74 

III. Determined by gross profit method : 
Parts: 

Purchases 7,S>73.34 

Freight 62.68 

Total $ 8,036.02 

Sales, 100% - $ 2,391.48 

Less Cost, 80% -. 1,913.19 6,122.83 

Merchandise : 

Purchases $ 2,412.58 

Sales, 100% $ 871.91 

Lest Cost, 70% 610.33 1^02.25 

Tires: 

Purchases $ 2,521.40 

Sales, 100% $ 455.08 

Uss Cost, 85% 386.81 2,134.59 



Following is an approximate statement of monthly Profit and 
Loss showing the process by which the two middle columns of 
the six column trial balance have been adjusted to show as ac- 
curately as possible the progress of the organization for the 
month. 
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MONTHLY STATEMENT OF PROFIT AND LOSS 
FEBRUARY, 1922 

New Car Sales 



Cost, per Unit Record. 

Expense 



Dept. Profits 
Uaed Cmt Sales 



Cost, per Unit Record- 
Expense 



Dept Profit 
Parts Sales 



Cost, 80% 
Expense .... 



Dept Profit 

Sundry Mdse. Sales 

Cost, 70% 

Expense 



Dept Profit 

Tires Sales 



Cost, 85% 

Expense 

Dept Profit 

Shop Sales 



Productive Labor «. 

Shop Expense ~. 

Non-Productive Labor 

Outside Work Purchases 

Dept Profits 

Total Dept. ProBts 



$ 4,954.12 

3,697.27 
602.28 

$ 654.57 

$ 4,800.00 

4,346.93 
253.11 



$ 199.96 

^ 1,312.82 



1,050.26 
47.25 

$ 215.31 



$ 359.25 



251.47 
26.43 



$ 



81.35 



$ 256.91 

218.37 
23.55 

$ K99 

$ 1,148.72 

786.95 
343.45 
150.00 
238.82 



.....*$ 370.50 



Non-Dept. Expense 



795.68 
437.44 



Net ProBts 

* Indicates Loss. 



352.24 
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In the analysis of monthly statements, it must be borne in 
mind that the greatest value is secured by the comparison of one 
period with some other similar period. As an aid to such com- 
parisons, percentage figures should be used. In a selling organi- 
zation, where the amount of sales is the most easily ascertained 
and is in fact the principal subject of study and consideration on 
the part of the executive, the amount of sales is usually placed 
at 100 per cent and all other percentage figures are ascertained 
from this basis. In a manufacturing organization, where cost is 
the most important factor, it is usually found that the cost of 
goods is used as the basis at 100 per cent although in some cases 
where a manufacturing organization has an extensive selling 
organization as well, both are used. In any case where 100 per 
cent is allowed to represent the cost of sales and the selling price 
is more than cost, — ^let us presume 16 per cent — for the purpose 
of using the gross profit method of ascertaining the inventory, 
the cost (100%) plus the percentage of profit (15%), (a total of 
115%) is divided into the sales to secure one per cent of the cost 
of goods sold. Pointing off two places will give the cost of goods 
sold. 

Following is a comparative percentage statement relating to 
the preceding trial balance and certain other statements : 
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COMPARATIVE MONTHLY DEPARTMENTAL 

LOSS STATEMENT 

February 

<fo 1922 

New Cmt Sales $ 4,954.12 

Cost 74.7 3,697.27 

Expense 12.1 602.28 

Dept. Profits 13.2 $ 654.57 

Used Cmt Sales $ 4,800.00 

Cost 90.6 4,346.93 

Expense 4.9 253.11 

Dept Profits 4.5 $ 199.96 

Parts Sales $ 1,312.82 

Cost 80. 1,050.26 

Expense . 3.5 47.25 

Dept. Profits 16.5 $ 215.31 

Sundry Mdse. Sales $ 359.25 

Cost 70.0 251.47 

Expense 7.4 26.43 

Dept Profits 22.6 $ 81.35 

Tires Sales $ 256.91 

Cost 85.0 218.37 

Expense 9.2 23.55 

Dept Profits 5.8 $ 14.99 

Shop Sales $ 1,148.72 

Productive Labor 68.5 786.95 

Shop Expense 29.8 343.45 

Non-Productive Labor.. 13.1 150.00 

Outside WTc Purchases 20.8 238.82 

Dept. Profits 32.2 ♦$ 370.50 

Tots! Dept. ProBts $ 795.68 

Non-Dept. Expense 437.44 

Net ProBts $ 358.24 

* Indicates loss. 



PROFIT AND 



% 



February 

1921 
% 16,137.31 



79.3 
32 




12,796.95 
509.99 


17.5 


$ 


2,830.37 




$ 


3,000.00 


85. 
1.7 




2,550.47 
50.20 


13.3 


$ 


399.33 




% 


1220.49 


85.0 
162 




1,037.42 
197.80 


1.2 


*$ 


14.73 




$ 


766.63 


7S.0 
8.7 




574.97 
67.98 


16.3 


$ 


123.68 




$ 


691.02 


85.0 
8.1 




587.37 
55.49 


6.9 


$ 


48.16 




$ 


1,464.78 


70.0 

6.7 

10.2 

17.4 




1,023.20 

97.95 

150.00 

257.33 


4.3 


*$ 


63.70 




$ 


3,323.11 
627.76 




$ 


2,695.35 
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In connection with the above comparative statement, we wish 
you to particularly notice that one line has been used for each 
item. This necessarily demands that the statement form of report 
be used. You will readily see how impossible it would be to use 
the account form where two or more items may appear on a line 
and where these items may have no relationship whatsoever. 

In connection with these comparative statements, we believe 
it well to mention that they may be used for almost any purpose 
where comparative figures may be used and are not necessarily 
restricted to accounting information. 

Referring again to the six column trial balance listed above, 
you will notice that the last two columns show an accumulation 
covering a number of months of all of the items in the ledger. 
Statements similar to those prepared above could be prepared 
from these items but instead of showing the progress of one 
month's period they will show the progress for the entire period 
that has expired since the last closing of the books. 

The real accounts found therein are subject to such adjust- 
ments as may be necessary to actually reflect the condition of the 
concern as of the date of the six column trial balance. 

A working sheet from this statement can be prepared for 
any interval throughout the year as readily as at the end of the 
year. The same procedure would be followed in each case. Prac- 
tically the only difference which would be noticeable between an 
annual statement and a partial year statement is that the annual 
statements are usually prepared after adjusting entries have 
actually been placed on the books. The ordinary procedure is 
to draw off the balance for December 31st or the end of the fiscal 
year the same as is done for any other month in the year. After 
this is done, the books are usually investigated by the firm's 
accountant or at least each item in the trial balance is carefully 
scrutinized and such adjustments as are necessary are made. The 
books are then closed and a final balance is prepared from which 
the annual reports are prepared. Partial year reports for the 
above concern prepared as we have outlined them would be some- 
thing similar to the following: 
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APPROXIIf ATB STATBMBNT OP PROFIT AND LOSS 

This Month LHt Month To Date To Date 

19SS loss loss 1081 

New Cmt Sales 1 4,054.1S | 0,S86.00 $14,S40.0S $SS,S84.8S 

Cost, per Unit Recon] S,607.S7 7.606.08 11,S08.S5 S6,«06.88 

Expense 60S.S8 487.S0 1,060.48 1,866.41 

Dept. ProfiU 4 664.67 $ 1,SSS.7S | 1,877.S0 $ 6,86S.6S 

Umi Car Sales | 4,800.00 | 1,860.00 $ 6,050.00 $ 6,050.00 

Cost, per Unit Record 4,846.08 1,468.87 6,700.80 5,860.64 

E]q>ense S5S.11 180.41 44S.68 60.20 

Dept. Profits 1 100.06 *| 801.78 *| 101.8S | 680.16 

PartM Sales | 1,81S.8S | 1,078.66 | 8,801.48 | 8,787.71 

Cost 80% 1,060.86 868.08 1,018.10 8,818.66 

Expense 47.86 40.60 06.86 806.41 

Dept Profits 1 816.81 $ 166.1« $ 881.44 $ 118.74 

SmatyMdm Sales $ 850.86 | 618.66 | 871.01 | 1,881.60 

Cost 70% 861.47 868.86 610.88 061.86 

Expense 86.48 86.44 68.87 126.16 

Dept Profits $ 81.86 $ 187.86 $ 808.71 | 106.88 

TYm Sales $ 866.01 | 108.17 $ 455.08 | 061.18 

Cost 86% 818.87 168.44 886.81 800.86 

Expense 88.66 88.60 46.06 00.18 



Dept. Profits ..^ | 14.00 $ 7.88 % 88.88 $ 48.64 

Shop Sales | 1,148.78 

Productire Labor 786.06 

Shop Expense 848.46 

Non-productire Labor 160.00 

Outside Work Purchases .... 888.88 



% 1,460.88 


$ 8,600.66 


1 8,880.66 


804.80 


1,501.16 


1,084.08 


886.01 


780.86 


812.76 


160.00 


800.00 


876.00 


110.86 


840.18 


800.08 



Dept. Profits *$ 870.60 $ 10.86 *$ 860.14 *$ 78.16 

Total Dept. PraStM. $ 706.68 $ 1,148.08 $ 1,087.70 | 6,878.80 

Non-departmental Expense.... 487.44 466.78 804.28 1,277.88 



Met Pn6tB. | 868.84 | 686.84 % 1,048.48 $ 4,004.88 
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Six column work sheet and comparative annual reports for 
this concern would appear as follows, percentage figures being 
shown in any case desired : 
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COMPARATIVB STATBMBNT OP PROFIT AND L088, DEC. 31, 1922 



New Cmt Sales 

Dcpt. Profit 

Used Cmt Sales 

Dept. Profit 

Perta Sales 

Dcpt. Profit 

Sundry Jfdke. Sales ^ 

Dcpt. Profit 

Tire Sales 

Dcpt Profit 

Shop Sales 

Dept Profit 

Total Sales .. 
Total Profit 



To Date 

This Year 

..J$ 114432.38 

13,039.18 

... 37,85250 

1.549.47 

19,340.74 

2,859.01 

7,185.01 

2,000.80 

7,587.05 

890.99 

... 28,431.23 

5,437.30 



To Date 

Last Year 

i 48,929.61 

6768.86 

1,725.00 

139.40 

5,526.74 

167.44 

895.84 

278.30 

1,282.75 

61.44 

7,215.17 

1,597.93 



J$ 214,528.91 $ 65,575.11 



......$ 25,776.75 $ 9,013.37 



Jfon-Departmentel Expense: 

Rent $ 2,154.40 

Office Salaries 1,175.65 

Management Salaries 3,600.00 

Telephone and Telegraph 389.80 

Collection Expense 3.00 

Administrative Traveling 281.25 

Subscriptions 255.00 

Light and Water 293.85 

Insurance 1,761.96 

Postage 120.74 

Supplies 631.54 

Entertaining 112.73 

Licenses 106.33 

Depreciation Fixtures 87.84 

MisceUaneous Expense 1,969.39 

Advertising 2,000.06 

Estimated Bad Debts 155.08 

Unapportioned 22.00 

Donations 86.70 

Heat 162.52 



493,35 

300.75 

149.45 

1,500.00 

12.00 
396.31 

88.25 
102.02 
110.09 

62.94 
305.31 

55.55 

65.75 

237.09 
382.25 



54.80 
149.14 



Non-Departmental Expense..$ 15,389.84 $ 4,467.06 
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Pro£t: Ordinary Business 4 10,386.91 

Miscellaneous Credits : 

Interest Earnings J$ 281.95 

Cash Discounts Earned 280.61 

Total Credits 4 10,949.47 

Miscellaneous Debits: 

Bonus J$ 2,334.16 

Interest Paid 804.72 

Exchange 83.15 

Total Debits $ 3,222.03 

Ifet Pro£tM. -$ 7,727.44 
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$ 4,546.32 





11.92 
131.89 




4,690.13 




87.50 
36.05 




123.55 




4,566.58 



coif PASATIVB BALANCE SHBBT8. DBC. 31. 1922 



Bank and Cash 

Accounts Receivable Trade 

Accounts Receivable Employees 

Contracts 

Notes Receivable 

New Car Inventory 

Used Car Inventory 

Parts Inventory 

Sundry Mdse. Inventory 

Tires Inventory 



Shop Supplies Inventory 

Total Current Assets — 
Miscellaneous Current Assets 
Fixed Assets 

Total Assets 

Purchase Ledger 

Notes Payable 



Last Year 

1,485.28 

l,18a02 

157.13 

3,387.24 

24,648.15 
4,769.75 
5310.96 
1,638.07 
1,392.47 



44,477.09 

806.59 

23,065.07 



This Year 

I 6,098.48 

1,873.44 

902.81 

536.53 

31,621.34 

11,873.67 

6,890.60 

1,955.97 

2,147.51 

251.51 

$ 64,151.86 

714.32 

8.551.39 



....-$ 68,370.75 $ 73,417.57 



1,094.41 
15,000.00 



Mortgage Payable 22,709.76 

Depreciation Reserves 



Total Liabilities 

Capital Stock 

Surplus 



38304.17 

25,000.00 

4,566.58 



I 5,122.67 

12,000.00 

15,195.92 

547.99 

$ 32366.58 
25.000.00 
15,550.99 



Toul Uabilities and Capital J$ 68,370.75 $ 73,417.57 



At the end of each fiscal year, it is the invariable rule that 
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the books of account be closed. This means that all of the nom- 
inal accounts be adjusted and closed into profit and loss and the 
net profit or loss for the period be transferred to such other 
accounts as may be proper as outlined in the chapter on pro- 
prietorship. 

Each accountant has his own particular method of procedure 
in closing the books. We recommend the following: The first 
step is to prepare a six column working sheet such as we have 
shown above which properly shows the progress of the concern 
during the last fiscal .period and the financial status as of the date 
of the report. With this before him, the bookkeeper will start at 
the beginning of the general ledger taking up each account in 
sequence. Reference to the account will disclose the balance 
thereof and reference to the working sheet will disclose the ad- 
justments that have been made therein. It is only necessary to 
make a record thereof, rule up the account and bring down such 
an amount as the working sheet indicates should be carried into 
the next period. 

To illustrate, we will presume that the first account is Ac- 
counts Receivable which shows a given balance corresponding 
with the amount shown in the balance sheet. The account may 
or may not be ruled off, according to the wishes of the book- 
keeper. The author does not recommend the ruling up of ac- 
counts unless some good is accomplished thereby. Accounts Pay- 
able, we will presume, is the next account on the list. This will 
be handled in the same manner if the conditions surrounding it 
are the same. We will presume advertising is the third account 
and that it appears as follows : 

ADVERTISING 

Dr. 

Tune 80 $ 800.00 

Dec. 81 1,200.00 

We will presume that the proper advertising expense for the 
year is but $1,800.00 and that $200.00 properly belongs to the 
succeeding period. The amount in this account should be divided, 
the $1,800.00 being transferred to profit and loss and the $200.00 
brought down as deferred advertising. 
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ADVERTISING 

June 80 1 800.00 Dec. 81 closed into pro- 
Dec 81 1,800.00 fit and lost $ 1,800.00 

Dec. 81 balance carried 
forward 800.00 



$ 8,000.00 I 8,000.00 



Jan. 1 balance brought 
down $ 800.00 

Some accountants, in making closing entries of this sort, 
always journalize. They would close the account with the fol- 
lowing entries. 

Profit and loss ^ J$ 1,800.00 

Advertising $ 1,800.00 

Deferred Advertising 200.00 

Advertising 200.00 

This form requires the preparation of a new ledger account and 
also requires a journal entry at some later date to transfer the 
amount thereof back to the advertising account. We do not 
recommend this procedure as it seems so unnecessary; in fact, 
we do not recommend journalizing to close the books at any time. 

We wish you to particularly notice the ruling of the above 
account. The author does not recommend the use of red ink 
although we must acknowledge that most bookkeepers use it for 
arbitrary entries such as the profit and loss entry shown above 
and for rulings or any entry found in the books which does not 
originate in a book of original entry. 

Single lines are often drawn on a page to indicate that the 
account balances to that point. This method is often used in 
handling accounts with customers or creditors. Double lines are 
usually used under any totals that are shown to be in balance. 
The following accounts illustrate these two methods of ruling : 

JoHW Dob 



1081 
Feb. 10 

Mck 80 


C.68 $ 
COO *~ 


000.00 
700.00 


1081 
Jan. 

Feb. 
Feb. 


6 

8 
16 


P. 40 $ 

P. 48 "" 
P. 48 


000.00 

400.00 
800.00 









Mch. 18 P. 47 160.00 
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Apvkktimiio 



IMl IMl 

Jan. 10 C. 50 | 60.00 Mch. tt Carried for'd $ 160.00 

Feb. 10 C. 62 40.00 

Mch. 10 COO 60.00 



160.00 $ 160.00 



It will be noticed that the single line method lends itself 
most readily for use with the accounts with customers while the 
double line ruling serves its purpose best with other accounts 
although it may be used as readily with personal accounts in any 
case where the single line rulings are not used. To illustrate this, 
try to apply the plan of totaling and ruling with double lines in 
the personal account above. 

Cross indexing by the aid of letters is often used instead of 
single lines, particularly where offsetting items do not run in 
like sequence. 

RiCHAMB Rob 

Mch. 10 C. 00 (a) $ 000.00 Jan. 6 P. 40 (a) $ 600.00 

Mch. 16 C. 61(b) 400.00 Feb. 6 P. 4t (b) 400.00 

Feb. 16 P. 48(a) 800.00 

Mch. 18 P. 47 160.00 

In addition to the profit and loss statement and balance 
sheet, it is usually considered advisable to prepare exhibits or 
schedules illustrating or setting out the details of the accounts. 
These may take any form which will properly set forth all of 
the facts. In some cases they are prepared monthly — this is 
particularly true in the case of branch offices — but ordinarily it 
is considered sufficient to prepare detailed reports quarterly. 
These reports generally are arranged to include the following: 
bank reconciliation, list of accounts receivable, notes, inventory 
of large units, and accounts payable, each of which will agree 
in totals with the amounts shown in the balance sheet. In the 
case of branch offices, it is usually considered advisable to for- 
ward to the executive office the totals of columnar books of 
original entries. Many other exhibits or schedules are also sent 
in which may or may not agree with the books ; these cover such 
things as employees and their salaries, insurance, etc. 
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Some authors place considerable stress upon the distinction 
between exhibits and schedules. Careful inquiry among ac- 
countants indicates that this is purely a theoretical matter, as 
most of the accountants either use the words as syno3rms or use 
one of the words to the exclusion of the other. Reference to the 
dictionary fails to disclose a very great difference. 

We are going to illustrate by showing a series of monthly 
reports for the same concern we have been referring to. 

The statement covering the bank balance should be in the 
form of a reconciliation. It should show the amount on deposit 
as taken from the bank statement and also the amount in the 
bank as shown by the books with all items which do not appear 
on both sets of books so that the difference between the two 
accounts will be fully accounted for. 

Bank RBOONcnjATioN, Feb. 28, 1922 

Balance per Bank Statement $ 6721.56 

Less Checks Outstanding: 

No. 914 4 .75 

No. 915 110.00 

No. 916 55.36 

No. 917 18.00 

No. 918 9.69 

No. 920 6.38 

No. 921 929.10 1,129.28 



Balance per Ledger $ 5,592.28 

There are two methods of presenting a reconciliation of a 
t)ank account. One method starts with the balance as shown by 
the books and ends with the balance as shown by the bank. The 
proper form, however, just reverses this; the rule being thai 
the final totals on any exhibit will agree with the corresponding 
item in the balance sheet. If the other method is used, the final 
total of the bank reconciliation will not agree with the balance 
sheet. It will correspond with the amount shown by the bank 
statement. 

Usually the amount shown by the banker's books does not 
agrees with the balance shown by the books of the depositor. 
This is accounted for by errors, or the omission of checks, de- 
posits or similar items from either of the sets of books. The 
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banker may have entered a collection to the credit of the de- 
positor which has not been entered on the depositor's books or, 
on the other hand, checks may have been drawn by the depositor 
which the bank has no record of. 

In order that these differences may be ascertained and cared 
for, it is desirable that the accounts be reconciled at regular 
intervals. This is accomplished by checking the various items 
in one set of books against the corresponding items in the other 
set of books. The items that do not appear in both sets of books 
should be separated into four groups under the headings: 

(a) We debit, they do not credit ; 

(b) We credit, they do not debit; 

(c) They debit, we do not credit ; 

(d) They credit, we do not debit ; 

The totals of each of these groups, when properly combined 
with the balance shown by one of the sets of books will produce 
the balance shown by the other set of books and a detailed state- 
ment containing these items will show the cause which produces 
the difference. 

The rule is: To the other party's balance, debit or credit 
add the excess itcfns of both sets of books on the opposite side 
and deduct the excess items of both sets of books on the same 
side, debits or credit. 

To illustrate, we will presume that we are attempting to 
reconcile the books of a merchant with those of his bankers. 
The balance shown by the statement of the account from the 
banker is $2,000.00. We find, (a) that the merchant has entered 
a deposit of $165.00 as $185.00; (b) checks outstanding total 
$400.00; (c) a note of $50.00 has been paid by the banker but 
has not been recorded on the books of the merchant, and; (d) 
a collection of $200.00 has been made by the bank which is not 
on the books of the merchant. 

To verify the correctness of the work performed, we will 
prepare a summary as follows: 
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Balance credit, per bankers' State- 
ment 

We debit, they do not credit (a) $ 20.00 

They debit, we do not credit (c) 50.00 

Total debits 

We credit, they do not debit (b) $ 400.00 

They credit, we do not debit (d) 200.00 

Total credits 

Balance per merchant's books 



149 



$ 2,000.00 



70.00 
$ 2,070.00 



600.00 
$ 1,470.00 



If $1470.00 is the amount shown by the merchant's books, 
the work has been performed correctly. The only error that has 
been found is the one of $20.00 in "a/* and, in general, it is the 
only one that will need particular attention. The other items 
will, in the ordinary course of business, care for themselves. 

Accounts receivable, are usually shown in the form similar 
to the following: 



ACCOUNTS RECEIVABLE 

Total 80 Days 80 Days 90 Days 

89.19 $ 



Prior 



H. F. Anson $ 


88.19 $ 




D. A. Andrews . — 


8.78 




J. Anderson 

C. P. Brown 


16.00 


16.00 


404.88 


404.88 


Claude Baxter 


90.04 


99.04 


Tames Culrer 


1.91 




H. 0. Qarlce 


60.00 


60.00 


John Dowling, Sr... 
Morris Evers 


84.84 


84.84 


9.77 




L. Franklin 


16.96 




Edgar Hall 


14.86 


14.86 


R. A. HinWey .. 


4.96 




John Masters 

S. H. Nester 


89.60 




89.78 


89.78 


N. W. Railway 






$ 


860.98 $ 


706.88 



16.96 



89.60 



1.91 



4.95 



8.78 



9.77 



$ 188.74 $ 



6.86 $ 



18.49 



This method is desirable, as it brings to light dead accounts 
and sets them out so they become prominent and will receive 
prompt attention. 

Notes and similar receivables are usually exhibited in a form 
somewhat like the following : 
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Notes Riceivablb 

FteBL28. 1922 

Name— Date of Maturity Amount 

C P. AUison December 3a 1917 J$ 500.00 

Ward & HaU February Ift 1918 251.53 

John Barger Pebruary 2S, 1918 100.00 



Total S 851.53 



Following is a form of running inventory for large units. 
This particular form relates to but one month's business. A 
similar form could also be prepared for an entire fiscal period. 
It will be noticed that columns are provided for purchases and 
additions in the way of repairs, etc., and a total column showing 
the inventory value of each unit. The total of this column should 
agree with the balance sheet figure. Opposite the number of each 
item will be found the name of the purchaser and the amount of 
sales. Sales must correspond with the credit to the sales account 
for the period under consideration. 
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A notes payable exhibit would be in the same form and 
would contain practically the same information as a notes re- 
ceivable exhibit, differing only to such extent as is necessary to 
illustrate the difference in the type of instrument and the details 
thereof. 

The totals of the books of original entry are usually sent 
to the home office and are designated journal entries. This is 
true even though the totals are posted directly to the ledger 
and journal entries are not actually made. Following will be 
found the plan of report. We, however, are only illustrating the 
report from the cash book and the check raster; other books 
would be treated in the same manner. This report is used as a 
guard against changing the books after the reports have been 
sent in. No bookkeeper would care to make entries in the books 
of original entry after the totals thereof had been submitted to 
the home office. 



Journal Entries, February 28. 1922 



Cash 



General Bank Account 

Customers 

Contract Ledger 

Interest Earned 

Sundries 



Dr. 
......J$ 26,562.53 



Cr. 



10,737.45 

820.81 

2.35 

15,001.92 



Check Register 



Accounts Payable 
Purchases Ledger . 

Pay Roll 

General Ledger 



Cash Discounts Earned 

General Bank Account 



3,161.71 

7,490.68 

1,861.95 

12,195.45 



7.07 
24,702.72 



Following are reports of employees and of insurance, both 
of which are self-explanatory. 
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RBPORT COVRRIWO BMPLOYRR8 



Position- 



Name- 
H. B. Claflj 

Guy McNeil Cor. Salesman 

C. R. Anders .Truck Salesman 

Hester Trothen .^.3kpr. and Steno. 

John G. Smith Stock Bian 

B. Whitacy .Tool Man 

Oscar Whittaker ...Superintendent 

W. L. WUlUms Jiechanic 

Charles Knight Mechanic 

Jack Salter Mechanic 

Flago Bailey Jfechanic 

R. N. Northrap ....Jilechanic 




Rate 


Amount 


800.00 


% 800.00 


176.00 


176.00 


176.00 


176.00 


110.00 


110.00 


90.00 


00.00 


76.00 


76.00 


900.00 


800.00 


176.00 


176.00 


.76 


160.00 


.67^4 


188.80 


.67J4 


161.90 


.7W 


187.76 



I 1,801.96 



INSURANCR RBPORT 



Policy 






No. 


Amount 


Rate Date 


1818 


$6,000.00 


8.088 Aug. 86, 1988 


8094976 


7,000.00 


8.0878 Apr. 7, 1998 


18070 




1.408 Sept. 97, 1999 


66068 


8,600.00 


9.088 Dec. 18, 1999 


60786 


Open 


Monthly 



Expires 

Aug. 96, 1998 

Apr. 7, 1988 

Sept. 97, 1998 

Dec 18, 1988 

Fire 
Inventories: 
Pkrts 
Sundry Mdse. 

Tires 

Shop Supplies 
Shop Equipt... 

Parts Dept 

Office 

Sundry Mdse.. 



Kind 
Fire 
FSre 

Safe Burglary 
Fire 



....$ 



I 16.600.00 



6,188.88 
1,809.96 
9,184.69 

868.79 
6,014.70 

168.86 

8,869.44 

9.00 



I 18,979.86 



There is another type of statement which is of the utmost 
value when studying and analyzing the results of a business. It is 
for the many men in business who are actually making money but 
who do not realize it for the reason that they are putting the 
money back into the business as rapidly as they make it. This 
form of statement is intended to show them just what becomes 
of their money. We have in mind a young fellow who started a 
small manufacturing business. After four years of effort, he 
decided to give up the proposition and get into another line. His 
reason for so doing was his inability to get enough out of the 
business to provide him with the necessities of life. The prepa- 
ration of a proper statement disclosed that he was making a 
considerable profit — far more in fact that he could make* at 
wages — but that the natural growth of the business caused it to 
absorb every cent that was made. Very little consideration on 
his part was necessary to cause him to feel more satisfied with 
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his business and more confident of its ultimate success, with the 
result that he did not drop it. 

These statements are designated as Statements of Disposi* 
tion of Profit, or Statements of Application. They are con- 
structed by showing in comparison the assets and liabilities of 
two dates and the increase or decrease thereof during the interim. 
Following is a statement showing the disposition of profits of 
the concern whose accounts we have been illustrating : 



DISPOSITION OF PROFITS 

IMS 1921 Incremte DecreaM 

Cash 1 6,008.48 | 1,486.88 $ 4,618.80 | 

ReccivaUet 8,818.68 4,788.88 1,419.80 

Inrentoriea 64,740.80 88,869.48 16,481.87 

Miacellaneona Aaseta..... 714.88 808.69 94.87 

Fixed Aaacta 8,661.89 88,086.07 14,888.68 

$ 78,417.67 I 68,870.76 $ 81,094.67 | 16,047.76 

Net Increase 6,046.88 6,046.88 



I 78,417.67 % 78,417.57 % 81,094.67 % 81,094.67 

Limbilitiea 

Accounts Payable % 5,188.67 $ 1,094.41 | 4,088.86 | 

Notes Payable 18,000.00 16,000.00 8,000.00 

Mortgage Payable 15,196.98 88.709.76 7,618.84 

Depreciation Resenrea... 647.99 547.99 

I 89,866.68 $ 88,804.17 $ 4,576.86 $ 10,618.84 

Net Decrease 5,987.59 5,987.59 



$ 88.804.17 I 88,804.17 $ 10,618.84 % 10,618.84 



Net Increase of Assets..! 5,046.88 
Net Decrease of Lia* 
bflities 6,987.69 



Net increase of 
Proprietorship ....$ 10,984.41 | 10,984.41 

Proprietorship, Doe. Slot: 

CapiUl Stock % 85,000.00 $ 85,000.00 

Surplus 16,650.99 4,566.58 

$ 40,560.99 I 89,566.58 
Net Increase of 

Proprietorship .... 10,984.41 10,984.41 

$ 40,650.99 I 40,560.99 "=—"'■*" 

Profits on Sale of Fixed 

Assets $ 8,856.97 

Operating Profit ........... 7,787.44 



Net Increase of 

Proprietorship .... | 10,984.41 | 10,984.41 
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The above t3rpe of statement is specifically intended to show 
the disposition of profits. The same form could be used to show 
the disposition of a bond issue, cash receipts, or almost anything 
that could be desired. We recommend the inclusion of this type 
of statement in almost every financial report, particularly for the 
reason that so many people consider that the changes in the cash 
account reflect their profit or loss and it is hard to convince them 
that they actually have lost when they have plenty of cash on 
hand, or conversely, that they have made money when they have 
none available. 

One of the difficulties in the use of figures in the preparation 
of comparative statements is that they do not lend themselves 
readily to the comparison of more than two periods or two sets of 
figures at a time. With figures, it is easy to compare one item 
with another, but as soon as two or three are brought up for com- 
parison, the mind is unable to grasp the true proportion that one 
bears to the other. In order to overcome this, accountants use 
graphic charts which by the aid of lines permit the showing of 
many items of a class in comparison. Graphs are also used in 
many cases where but two things are to be compared, but for the 
most part accountants prefer figures in such a case. 

There are a number of books which deal exhaustively with 
the study of graphs, but we believe that those types which are 
desirable for use by accountants may be brought down to three 
or four. We have found the use of llie following to be of advan- 
tage: circles; bars; ruled lines, standard; and ruled lines, loga- 
rithmic. 

Bars are of use wherever it is desired to illustrate magnitude, 
size or volume. In some cases they are subdivided to show the 
component parts of a particular unit which is being compared, 
but it is usually considered preferable to prepare additional bars 
for each part and to treat them as separate units. Following are 
bars comparing the sales of two periods. These bars are drawn 
to show the cost, selling costs and comparative expenses for the 
two periods. 
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2931 
8al>g ♦4,635,000 



Cost of SalM 14,000,000.00 



A - Expenss tSOO.OOO.OO 

B - Het Profit 1135,000.00 

1930 
8al«« t6,g00,000.00 



A B 



Cost of 8al«« 15,500,000.00 



A - Expansos 1750.000.00 
B « Htt Profit •350,000.00 



1931 



SalM 14,635,000.00 



It 



Cost of 8alM t« ,000,000.00 



Bxpentet |500, 000.00 
Rat Profit •135,000.00 



1930 



Salaa •6,500,000.00 



Coat of Salaa •5,500,000.00 



Kxpanaaa ^750,000.00 
Kat Profit •350,000.00 
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Circles may be used in the same manner. The circles are 
quite desirable, as they readily permit the combining of items by 
the aid of dotted lines where portions of a given volume could 
be combined under a given heading — for example, where it is 
desired to indicate gross profit by combining the expense and the 
net profit. Following is a circle illustrating the above. 



"■sss.^.- 




6*Is« 16,500,000.00 
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Ruled paper is by far the most popular with accountants. It, 
however, lends itself very readily to misstatements. Put in other 
words, it is very easy to deceive or convey the wrong impression 
where ruled paper is used. To illustrate this, we are taking the 
following group of figures showing the sales in comparison with 
selling expenses. A properly prepared chart starting with zero 
as the base line and with the lines ruled so that they will form 
perfect squares will display this information as shown in 
Exhibit "A." 



EXHIBIT "A" 



1,000,000. 
•00,000. 
800,000. 
700,000. 
000.000. 
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If the base line is changed to some other figure, say 100,000, 
a true idea of the ratio of sales and selling expense is not con- 
veyed. It is true, the lines are the same as in Eschibit ''A" but the 
distance from the base line to the expense line is very short in 
comparison with the distance between the base line and the sales 
line. See Exhibit "B." 



EXHIBIT "B" 



2,000.000. 
900.000. 
•00.000. 
700.000. 
600.000. 

eoo.ooo. 

400.000. 
300.000. 

aoo.ooo. 

100.000. 
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Other types of ruling can be used which will make differ- 
ences appear of no consequence. This is accomplished by using 
paper ruled to form rectangles with the long sides horizontal. 
This has a tendency to flatten out the lines and make the differ- 
ences appear less prominently. See Exhibit "C." 



EXHIBIT ''C* 
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g S S 






8 



§ I I 



1,000,000. 
900,000. 
800,000. 
700,000. 
600,000. 
500,000. 
400,000. 
300,000. 

aoo,ooo. 

100,000. 



' H K^ — ^ 



iZPmsES 



SALES 



Digitized by 



Google 



STATEMENTS AND GRAPHS 



161 



In any case where it is desired to emphasize the changes 
which have occurred, the lines are ruled so that rectangles will 
be formed with the long sides perpendicular. This will provide 
acute angles bringing out prominently changes which are occur- 
ring. See Exhibit "D." 



EXHIBIT "D" 
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Still other arrangements which will emphasize certain things 
are secured by using two or more sets of figures for each hori- 
zontal line. To illustrate, for sales we can consider that each 
horizontal line represents $1,000.00, while for expense we can 
assume that each horizontal line represents but $100.00. This 
will make a sheet where variations in expense are displayed very 
prominently. See Exhibit "E." 



EXHIBIT "B** 
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This type of statement is used quite frequently where an 
allotment has been made permitting a given amount of expense 
proportionate to sales. We will assume that the allotted ratio of 
expense to sales is 10% ; a graphic chart is then prepared with 
numbers on the margin for each line which give to each particu- 
lar line an expense value bearing 10% of the value of that line 
for sales purposes, viz., if a given line has a sales value of 
$10,000.00 and if the allotted ratio of expense to sales is 10%, 
this line will have an expense value of $1,000.00. If the expendi- 
tures during a period bear the proper ratio to sales, giving con- 
sideration to the allotment, the expense line and the sales line will 
coincide. If, however, the expense proves to be less than allotted, 
the expense line will drop below the sales line. Conversely, if 
the expenses exceed the allotment, the expense line will rise 
above the sales line. This type of graph is without doubt the 
most useful of all for concerns which find it advisable to prepare 
a budget based on expected sales. In such cases, the lines are given 
values proportionate to the amount allowed for given purposes 
in comparison with the sales. The graph then shows deviations 
from the expected results. 

In a great many concerns, it is not considered advisable to 
leave too much information open for general inspection. In order 
to avoid this, the marginal numbers on a graph are often recorded 
on a separate piece of paper. It is only by placing the two sheets 
together that the graph may be properly read. This same plan 
is sometimes carried to the extent of having the same sheet con- 
tain two or three types of information. By the aid of the paper 
guides, properly cut, given portions of the graph may be exposed 
at a particular time and may be studied while the other portion 
remains covered. 

In connection with the display of sales and profits, a great 
many executives, particularly during periods of loss, are keenly 
interested in knowing just how much they should have sold to 
make a profit. This is acomplished by the aid of a graph show- 
ing a "dead line" in comparison with the sales line. If the sales 
line falls above the dead line, a profit will result ; if it falls below, 
the result will be a loss. In any case, the dead line will indicate 
the point where the business pulls even. The following rule is 



Digitized by 



Google 



164 ELEMENTARY ACCOUNTING 

given to assist in determining the point at which the dead line 
should fall on the graph : Dead expenses plus fluctuating expense 
divided by the percent of gross profit equals the sales. 

To illustrate, we will assume that a given concern has an 
expense of $20,000.00, which does not fluctuate with the sales. 
We will assume also that the expenses which fluctuate with the 
sales are at the rate of 10%' of sales and that the gross profit is 
20% ; expressed algebraically and allowing X to represent sales 
this will give us 

$20,000 plus 10% of X 

= X 



20% 
This may be solved as follows : 

$20,000.00 plus .lOX = .20X 
$20,000.00 = .lOX 
$200,000.00 = X 

This same problem may be solved arithmetically by finding 
the difference between the per cent of gross profit and the per 
cent which the fluctuating profit bears to sales, and by dividing 
this difference into the amount of the dead expense. 

To illustrate, 20% minus 10% = 10%, the per cent remaining 
from the gross profit after caring for the fluctuating expenses. 
$20,000.00 divided by 10,% = $200,000.00, the amount of sales 
required by the concern to break even. 

Logarithmic charts are used in any cases where it is desired 
to show the per cent which one item bears to another. The ruled 
lines on logarithmic charts are placed to correspond accurately 
with logarithms. 

Reference to a logarithmic graph will disclose that it is 
divided into sections, each section starting at the bottom with 
wide spaces between the horizontal lines. Continuing upwards, 
. the spaces decrease in width until they become so close together 
that they cannot be used, and it is necesary to start a new section 
with new values to each space between the lines. The spaces 
found in one section always represent 1/100 part of the value of 
spaces found in a similar place in the section above, or con- 
versely, the spaces in one section represent 100 times as much as 
the spaces in the section below; therefore if a line is drawn 
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across the chart indicating the monthly sales of a concern and 
another line is drawn across the chart representing a given per- 
cent of the monthly sales, the variations in the lines will be uni- 
form. If the lower line were assumed to indicate selling expense 
and if selling expense varied from the given percentage the lines 
would not be uniform and the difference in the ratio that the 
expenses bore to sales would be brought out prominently. 

In Exhibits "F" and "G" we are showing logarithmic charts 
drawn to scale wherein this feature is exemplified. 
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EXHIBIT "0^' 
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There is another type of graph which is probably one of the 
most interesting of all to study. This chart consists of two lines 
on squared paper; the movement across the page from left to 
right indicates the passage of time, one perpendicular line being 
used for each month. The horizontal lines represent dollars. One 
of the two lines represents the accumulation of sales for twelve 
months, including the current month ; the other line indicates the 
accumulation of sales to date for the current fiscal year. 

In determining the point at which the first line will appear 
at any given month after the first month, it is necessary to take 
the amount used for the preceding month and subtract therefrom 
the amount of sales contained therein representing, we will say, 
February in the preceding year, and add the sales for February 
in the current year. This process of deducting a month and add- 
ing a month is continued throughout the year covered by the 
graph. At the end of December, the upper line at the point where 
it strikes the December perpendicular line, will indicate the total 
of the sales for the twelve months ending December 31st. The 
lower line will have accumulated these same sales, so that on 
December 31st it will show the accumulation of the twelve months 
also. The result will be that the two lines will meet at some 
point on the perpendicular line for December. The upper line 
which is usually designated the Changing Total Line serves as 
a pointer to indicate a point at which the sales for the year must 
reach, and, of course, the person using the graph is interested in 
making it reach at as high a point as possible. 

Following is an ilustration showing this line at various stages 
during the year. If you will look at it from the viewpoint of a 
sales manager you will readily appreciate the amount of interest 
that will be displayed towards it. 
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Chapter VIII. 
SPECIAL ACCOUNTS. 

There are a number of accounts which require special con- 
sideration, particularly on account of the conditions which sur- 
round their use. The most common of these relate to the handling 
of cash. In a preceding chapter, we gave considerable space to 
the discussion of bank accounts, special funds, etc. We now 
wish to dwell a little more fully upon the method of handling 
cash. 

We find a great many bookkeepers have considerable diffi- 
culty in caring for the check books, particularly in cases where 
the stubs are intended to carry a running balance. The check 
raster outlined in a preceding chapter eliminates the necessity 
of using check stubs but where a check register is not used it is 
necessary to have the check stubs and to devise some method of 
carrying bank balances thereon. We believe that more errors 
occur in caring for check stubs than in any other single thing 
in connection with the operation of books. This is true on 
account of the carrying forward of balances and the subtraction 
of checks paid out. The human mind for some reason does not 
lend itself readily to subtraction. In order to avoid this, we 
recommend the following procedure: 

In any case where the checks and stubs are bound, containing 
two or more to the page, balances of course must be carried 
forward to the top of each page. Deposits should be entered and 
totaled with the balance at the top of the page. The checks on 
each page should be totaled also and the amount thereof shown 
at the lx)ttom of the page. This amount is then deducted from 
the total at the top of the page, the difference being then recorded 
both at the bottom of the page and the top of the succeeding page. 
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Following is an illustration showing this method of handling 
check stubs: 
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You will notice that this plan eliminates at least two sub- 
tractions. It is more uniform than the usual procedure and works 
out very satisfactorily. 

There are two distinct methods of handling the fund set 
aside for small cash pa3rments; properly speaking, one method 
is the petty cash method and the other is the imprest cash or 
revolving cash method ; in general, however, the term petty cash 
is applied to both methods. 

Wherever it is possible to deposit the total of each day's 
receipts into the bank, the use of a petty cash system is advisable. 
This is particularly true on account of the ease with which col- 
lections and deposits into the bank can be verified and also for 
the reason that all disbursements of every kind can be made by 
check. Under a petty cash system, small disbursements are paid 
from the petty cash fund and are recorded in a desirable book 
at convenient periods. The amount of the petty cash disburse- 
ments is covered by a check from the general cash. The use of 
a check issued from the general cash will not only bring the petty 
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cash back to its original amount but also permits the amount of 
the disbursements to be entered into the cash paid out book and 
charged to the proper accounts affected with one entry for all of 
the items instead of an entry for each item. The amount of the 
fund should ordinarily be sufficient to cover at least a week's 
disbursements. 

Petty cash funds may be arranged for a considerable num- 
ber of purposes other than the mere payment of small bills. They 
are desirable for use in handling salesmens' expenses, I. O. U's, 
branch office cash accounts, and things of this sort. In each 
case, separate accounts should be operated for each petty cash 
fund. 

The true petty cash account is operated by charging a ledger 
account with the amount originally advanced and crediting it 
with the disbursements made therefrom. A petty cash account 
operated in this manner will appear as follows: 



PiTTY Cash Accooht 

1 $ SOO.OC Tan. S $ 60.00 

10 150.00 Jan. IS tOO.OO 

17 100.00 Jan. tt 160.00 

t4 76.00 Balance t06.00 

ai 60.00 



$ 706.00 $ 705.00 



This form of petty cash account is undesirable for the reason 
that, in auditing, it becomes necessary to verify both the debits 
and the credits thereto; it also requires that the petty cashier 
keep a running ledger account which might run for years with- 
out actually being balanced, and if it were being operated by a 
salesman whose interests naturally would not lie in the operation 
of book accounts, the account would soon become almost im- 
possible of reconciliation; furthermore, conditions might arise 
where salesmen would be able to secure advances far in excess 
of their requirements, to the ultimate loss of the employer. 

Where the imprest or revolving cash fund is being operated, 
the account will receive but one entry representing the amount 
paid into the fund. Of course, if this amount should be changed 
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at any time, an entry would be made to record the change. The 
account would appear as follows : 



I My REST Cash 
Dr. 
Jan. 80 — $ SOO.OO 



At any time that the petty cashier finds it desirable to re- 
plenish his fund, it is only necessary for him to make up a proper 
voucher and receive a check therefor from the general cashier. 

A properly operated imprest cash system will have cash or 
receipts for disbursements on hand at all times totaling the 
amount of the fund. To illustrate, if the fund is $300.00 and an 
expense bill of $50.00 is paid, a receipt will be taken therefor. 
This receipt plus the remaining cash of $250.00 will equal the 
$300.00 in the fund. This will be true no matter how many 
transactions may occur. If this $50.00 expenditure is recorded 
on a proper voucher and the general cashier pays it to the petty 
cashier, the petty cashier will then have a check for $60.00 plus 
$250.00 in money, leaving the imprest cash intact. The general 
cashier, when recording the $60.00 check, will not charge it to 
the imprest cash account ; instead of this, he will charge it direct- 
ly to the account affected. 

We wish you to notice the ease with which a disbursement 
entry could be audited. The general cashier will have a check 
showing his disbursement to the petty cashier and also a proper 
voucher prepared by the petty cashier showing the details so that 
the auditor will have all of the information that he could pos- 
sibly desire available immediately and without it being necessary 
to trace the items through an open ledger account. 

Another type of special account used quite extensively in 
handling the sales of large units, is an account showing gross 
profit on each transaction. This is made possible by dividing 
the amount of each sale into cost and gross profit and by keeping 
accounts with each unit dealt in. To illustrate this, we will take 
the accounts of an investment house. We will assume that they 
have purchased a certain block of bonds and have resold a portion 
of them at a profit. An account will be operated for the bonds, 
debit and credit. This account will always be at cost. Another 
account will be operated to show the gross profit on each trans- 
action. We will assume the following are the details and the 
accounts. 
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Shoqualmii Falls Powek Co. Bowps 

. 6 J 

Balance. $ iJbOM 



June 8, 10 $1,000 at 06..$ »»600.00 June 10, 6 $1,000 at 05..$ 4,750.00 

July 1 ~ - ^ 



$ 0,500.00 $ 0,600.00 



July 1, Balance. $ 4,750.00 

Gaoss Pkofit ok Swoqpaliiib Bowm 



Jnne 10 Profit on 6 

bonds sold at par $ 860.00 



A journal entry to record a sale of this sort would be 



Caah $ 6,000.00 

Snoqualmie Falls Power Co. Bonds at cost. $ 4,750.00 

Gross profit on Snoqualmie Bonds 850.00 

The same type of record would occur in handling real estate, 
new or second hand automobiles, or any unit of sufficient value 
to warrant a record of this sort. In these cases, however, it is 
often found that the asset account must not only contain the 
original purchase price of the unit but in addition must receive 
entries representing the additional expenditures made in getting 
the unit into satisfactory condition for sale. 

In real estate accounts, this usually consists of grading, 
placing water mains, legal expense assuring title, etc. 

In the case of automobiles, particularly second hand, it would 
no doubt consist of repairs and overhauling. In the latter case, 
there quite often are expenditures which are made after the sale 
is recorded and for this reason it is impossible to determine 
accurately the proper gross profit on each sale. This necessitates 
that the account representing the automobile be credited with the 
sale price and after all of the repairs and expense items have 
been brought into the books, that the account be closed into gross 
profit. An account operated in this manner will appear as follows : 

BuiCK No. 478786 

Dec. 1 Buick Automo- Dec. 16 Cash $ 1,800.00 

bile (A. B. CUrk) $ 1,800.00 

Dec. 10 Repairs 800.00 

Dec. 10 kepairs 80.00 

Dec. 81 Gross profit on 

automobiles 880.00 



$ 1,800.00 $ 1,800.00 
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Journal entries to record the sale and gross profit would be 
as follows : 



Cash I 1300.00 

Buick (No. 478726) $ I^OOlOQ 

Buick (No. 478726) 320.00 

Gross Profit on Autos 320.00 

Entries to record losses would of course be the reverse of 
this. 

Jewelry concerns or in fact any similar organization hand- 
ling large or valuable units can operate accounts of this sort if 
desired. They, however, usually combine a great nuniber of items 
into a single group and determine the gross profit on the group. 
Usually the group represents the sales of one day. Their method 
of procedure is as follows : Each article is represented by a card 
or ticket upon which is recorded the cost thereof which is often 
expressed in code. These tickets are then decoded and are totaled 
on an adding machine. The record is then prepared showing 
total cost and total sales for the day. An entry is then made, 
usually in a columnar book with a line for each day, similar to 
the following: 

Sales Analysis 

Explanation Sales Cost of Sales Gross Profit 

Jan. 2. $ 800.00 $ 600.00 ( 200.00 

Jan. 3 500.00 425.00 75.00 



At the end of a month, the columns are totaled and form 
the basis of entries to the ledgers. This plan of procedure will 
permit the operation of a running or perpetual inventory. If 
an inventory account is credited with the cost of goods sold and 
is charged with the cost of the goods purchased, its balance will 
always represent the cost of the goods on hand; therefore the 
plan outlined above not only serves the purpose of enabling the 
merchant to determine the amount of his sales and the profit 
thereon but also provides him with an account showing the actual 
cost of the goods remaining on hand. 

In addition to the above, the plan of showing gross profit 
on daily sales is particularly valuable in determining the net 
profits on operation for each day's business. This is accomplished 
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by the aid of a daily profit sheet which shows the gross profit 
on sales with the daily expenses as deductions and the net profit 
as the balance. A great many of the daily expenses are estimated 
but any unusual expense is shown accurately. For instance, ex- 
penditures for rent, office, light, and things of that sort are taken 
from the estimated monthly budget which is prepared showing 
the expected expenditure for the month. Such things as special 
clerk hire and advertising, are usually not estimated and are 
taken from the daily expense records. 



Dah^y Profit Shect— CoMPAHArnrg 



March 10 


March 11 


March 12 


Sales $ 


183.37 
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796.95 


$ 1352.36 


Cost .»- 
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l,444i8 


Gross Profits.... $ 


32.27 


J_ 
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Rent $ 


8.00 


$ 


8.00 


$ 


aoo 


OfiSce 
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12.00 




12.00 


light 


.48 




.48 




.48 


Salaries 


12.00 




12.00 




1100 


Heat 


1.28 




1.28 




1.28 


Spec. Salaries 






12.50 




12.50 


Special Adv» 






27.50 




27.50 


Freight 

Intft Disc'nt 






3.92 










3.33 






Printing „..« 










l&OO 


Total Expense. $ 


33.76 


$ 


81.01 


$ 


91.76 


Daily Profits % 


l.«* 


$ 


77.02 


$ 


316.32 


•Loss 













March 13 



The above plan has been found desirable for clothing merch* 
ants but we believe it impracticable in any case where a great 
many units of small value are sold unless the ratio of gross profit 
to sales can be readily ascertained. 

Shipments outward on consignment are also quite often 
operated to show the gross profit on each shipment. In handling 
goods sent out for sale in this manner, it is usually considered 
advisable to charge them to the consignment account at cost. As 
letters of advice — usually designated as account sales — are re- 
ceived from the consignee, they are recorded and the profit or 
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loss on the article sold is computed and transferred to a gross 
profit on shipments account. In some cases where the cost cannot 
accurately be ascertained, a memorandum record of the shipment 
only is kept, in which case the amount received with the account 
sales is a credit to the sales account. The gross profit on each 
shipment cannot be ascertained under this method. This plan is 
used by producers such as orchardists or farmers who send their 
goods to a commission merchant but who do not ascertain the 
actual cost of each shipment. Where cost is possible of ascertain- 
ment, a shipment account similar to the following should be used 
or if desired the account could be credited with the cost of the 
goods sold and the gross profit could be recorded separately. 



Shifmkwt No. 40. Johw Dpi. Commimiow Mekchawt 

Dec. B BOO cases eggs at $10.60..$ B.IOO.OO Dec. 80 AccounU sales 

Dec. BO Gross profit on 100 100 cases $ 1,BOO.OO 

cases sold 160.00 Jan. 1 Bal. brought 

down 100 cases 1,060.00 

$ B,860.00 $ B,B60.00 



Jan. 1 Balance $ 1,060.00 



Consignments inward require an entirely different treatment. 
Many authors of accounting books maintain that they should be 
recorded on the books at some fictitious value, usually in accord- 
ance with some memorandum bill which is received from the 
consignor. Our experience with commission merchants and other 
selling agents warrants us in the statement that this method is 
not only not in general use but is quite undesirable. No financial 
record whatsoever of goods received on consignment is made by 
these people. They keep a memorandum record only designating 
each shipment as a lot and giving it a lot number, as Lot No. 4712. 
Advances are made on each lot in the form of payments for 
freight, expense of sorting, re-boxing and innumerable things 
which could only occur to a person actually engaged in this 
business. Quite often the advance is made to the principal who 
draws upon a commission merchant for a portion of the value 
of the goods. All of these items are charged to the lot. As 
sales are made, they are credited to the lot. The information is 
recorded on a lot sheet which requires balancing, not only from 
a monetary standpoint but also for the number of units as welL 
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If a person ships 300 units for sale, he is entitled to credit 
for 300 units as they are sold, subject of course to such credits 
of no value as may come through due to shrinkage or loss in 
repacking, etc. 

Following is a sample of a lot sheet illustrating the trans- 
actions covering a shipment of 300 crates of strawberries. Notice 
particularly that columns are provided for recording the number 
of units of each product so that it is possible to ascertain that 
the number of units sold agrees with the number of units re- 
ceived, also that a small section appears in the lower left hand 
comer of the sheet where a summary of the financial transactions 
is made. This is used to show the amount advanced and the 
charge against the shipment as well as the net proceeds remitted 
to the shipper to cover the sales. 
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In connection with consignments inward, no entry is made 
when goods are received to represent the goods except as a 
memorandum on the lot sheet. An advance would be recorded 
by a journal entry as follows: 



Lot No. 4712 Advance $ 82.60 

h 

Freight and c 
paid this day. 



Cash $ 82.60 

Freight and cartage 



If the advance happened to be in the form of money to the con- 
signor the entry would be: 



Lot No. 4712 Advance $ 120.00 

Cash $ 120.00 

Advance on account made 
this day. 



Expenses would be recorded in the same manner as freight and 
cartage. A sale would be entered as follows : 



Accounts Receivable $ 483.00 

Lot No. 4712 Sales $ 483.00 

225 cases strawberries sold. 



An allowance made to a customer for defective goods or over* 
charge would be treated as an advance and the entry would be : 



Lot No. 4712 Advance $ 3.55 

Accounts Receivable $ 3.55 
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Finally, the lot would be closed by an entry similar to the fol- 
lowing: 



Lot No. 4712 Sales. $ 506.40 

Lot No. 4712 Advances $ 206.15 

Commission 25.32 

Cash 274.93 



It will be noticed that the sales and advances covering each 
lot are kept separate. This method has been found to be the 
most desirable, particularly for the reason that the conmiission 
merchant usually has a great number of lot sheets in operation 
at once and uses controlling accounts in his general ledger to 
represent them. 

It has been found that two controlling accounts, one for 
advances and one for the sales are much more simple of operation 
than one controlling account representing the balance on the 
lots. This is true for the reason that it avoids the necessity of 
striking a balance on unclosed lot sheets; also it simplifies the 
work of checking from the source of the advances as they are 
usually in one brok and it is very simple to verify the lot sheet 
record with the original entry record ; also the sales are recorded 
in one place and may be very readily verified against the entries 
made on individual lot sheets ; furthermore, if all of the sales of 
the establishment are handled in the same manner, the debits to 
accounts receivable must equal the credits to the lot sheets and 
if they do not agree it is a very simple matter to total the sales 
records and ascertain which set of records is in error. If the 
two records agree it is usually unnecessary to devote any time to 
them in striking a balance. 

In connection with the majority of commission merchants 
accounts, it will be found that they handle some goods on their 
own account. Usually they are handled in the same records and 
in the same manner as goods on consignment. The only differ- 
ence that will occur will be that the purchase price of the goods 
must be treated as an advance; no commission will be charged 
on the sales and the difference between the advances and the 
sales will be the gross profit on the venture. 

Instead of individual entries such as we have shown above, 
tabular books are usually used to facilitate the operation of the 
accounts affecting the lots. 



Digitized by 



Google 



180 ELEMENTARY ACCOUNTING 

In preceding chapters, we gave considerable discussion to the 
various t3rpcs of organizations. We, however, dealt more par- 
ticularly with the common types such as sole trader, partnership, 
or corporation. There is another type which possesses many of 
the characteristics of a partnership and which is termed in law 
a venture or an adventure. Although the parties to the ven- 
ture share profits in the same manner as they do in a partnership, 
the venture differs to the extent that the death of one of the 
parties does not terminate it. This gives it a function somewhat 
analogous to a trust. The business of a venture is often con- 
ducted by one of the parties for mutual benefit. 

There are two forms or methods of conducting venture 
accounts. Under one form, the accounts relating to the venture 
are kept entirely separate just as would be true of the accounts 
of a small business. The books will contain the accounts with 
the venture, accounts with all of the parties who contribute to 
the venture, and all other similar things which may be of interest 
to the bookkeeper. Under the second method, the accounts are 
intermingled in the books of the principal business conducted by 
one of the parties to the venture. 

Under the first plan, the principals receive credit for amounts 
contributed to the venture, the venture account being charged. 
The entry is: 

Venture to Honolulu $ 00.00 

Jones $ 00.00 

Smith 00.00 

As transactions occur or are reported to the management of the 
venture, the venture is credited and cash or some other asset is 
charged, with the entry. 

Cash $ 00.00 

Venture to Honolulu $ 00.00 

After the venture has been wound up, the venture account will 
show an excess of credits or debits indicating a profit or loss as 
the case may be. This amount is then divided and transferred 
to the accounts with the principals and their accounts in turn are 
balanced by payment to them of the amounts to their credit. 

In the second case, we have one of the nicest examples 
wherein the accounts a person keeps to represent his actions 
take his place in the books and act as a sort of substitute for 
his personalty. 
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In the first form of venture accounts, an account is kept with 
each of the individuals. If the other form is used and one of 
these individuals is the manager of the venture and keeps the 
venture accounts in his regular set of books, accounts such as 
sales, purchases, commissions, etc., would receive the entries 
which affect him. This would give a sort of joint set of books 
wherein would be found all of the individual transactions of the 
proprietor as well as the particular transactions affecting the 
venture. 

To illustrate the first case, we will take the case of Jones 
and Smith who invest $5,000.00 each in apples. Expenses thereon 
amount to $600.00 which are advanced by Smith, $200.00 in the 
form of cartage and similar things from his own business and 
$400.00 in cash. The apples are sold for $12,000.00. Following 
are the accounts: 



"C" $ 

"B" 
"B" 
"A" 


"A" VENTURE 

5,000.00 $ 18,000.00 "D" 
6.000.00 

400.00 

200.00 
1,400.00 


"B" SMITH 

"D'»$ 6,800.00 $ 6,000.00 "A' 
400.00 "A* 
fOO.OO "A* 
700.00 "A' 




"B" $ 


700.00 $ 1,400.00 "A" 
700.00 






"C" JONES 

5,700.00 $ 5,000.00 "A" 
700.00 "A" 


"D" CASH 


"D" $ 


"A" $ 12,000.00 $ 5,700.00 "C 
6,800.00 "B* 



The venture account shows sales of $12,000.00, a cost of $10,- 
600.00 and a balance of $1,400.00 which is brought down repre- 
senting the profit which is then divided equally. 

In connection with the above solution, we wish you to par- 
ticularly notice the form which has been used to show the ac- 
counts. This offers a very rapid way of closing a set of books 
and is of particular use in connection with the solving of short 
problems. It is often designated as the "T" method. Notice 
also the method adopted for cross indexing. Each account has 
been given an index letter and each entry has been cross indexed 
so that both sides of the transaction may be traced to the various 
accounts affected. 

To illustrate the second method of handling venture ac- 
counts, we will assume that Smith is managing the venture and 
contemplates keeping the venture accounts in his regular set of 
books. We will assume also that his regular books contain the 
following accounts and are in balance. 
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Cash 

Sales 

Inventories and Purchases- 
Expenses 



Capital and Profits^ 



Dr. 
$ 8,000.00 

3,000.00 
2»000.00 



Cr. 
5,000.00 

8,000.00 



$ 13,00a00 $ 13,000.00 



To illustrate the venture transactions in his books, he will neces- 
sarily journalize as follows: 



Venture with Jones .$ 

Cash ..- 

Paid in on venture 


5,000.00 




5,000.00 


Venture with Jones 4 

Jones 

Jones' contribution t o 
venture. 


5,ooaoo 
2oaoo 




5.000.00 


Venture with Jones J$ 

Expense - 

Contributed from own 
busmess ~~~.~~...i«..— 


2oaoo 


Cash ..$ 

Venture with Jones ^ 

Sales recorded covering 
venture 


12.000.00 


1 12.000.00 


Venture with Jones — 4 

Profit and loss 

Jones 

Profit on venture divided 


1.400.00 




TOO.O0 
700.00 


Jones .$ 

Cash 

Jones paid off, closing 
venture . — - — — .... — 


5,700.00 




5.700.00 



Ledger account including original items would appear as follows : 



"A" VENTURE WITH JONES 

"B" $ 6.000.00 I 1S,000.00 "B" 

"G" 6,000.00 
"B" 400.00 

"D" SOO.OO 

••FG" 1,400.00 



I U,000.00 I 1S,000.00 



" B" CASH 

"X"$ S,000.00 $ 6,000.00 "A" 

••A" 1S,000.00 400.00 "A" 

6,700.00 "G" 

S,000.00 **B'* 



I S0,000.00 
"B*'$ S,900.00 



$ S0,000.00 
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"C" INVENTORY AND "D" EXPENSES 

PURCHASES "X"$ S,000.00 $ 100.00 "A" 

•X"$ Z.iSSZi _MO<U)0"D" 

$ S,000.00 I s.oocoo 
"D"! 1,800.00 

" E" SALES "P* CAPITAL AND PROFIT 

$ 6.000.00 "X" $ a.ooo.oo"X" 

700,00 "A" 

"G" JONES 

••B"$ 6,700.00 $ 6,000.00 "A" 
700.00 "A" 



$ 6,700.00 $ 6,700.00 
"X** Indicates origina] trial balance items. 



In connection with the above, we wish you to particularly 
notice that the venture accounts are the same under both plans ; 
also that no account is included for Smith under the second 
plan. In lieu thereof cash, expense, and profit and loss are used 
to represent him. Ultimately these accounts will be closed into 
his proprietorship account and the effect of their representation 
wUl be complete. 

In connection with many types of accounts, particularly those 
for financial concerns, interest is considered on the items or 
balances of certain accounts and special records or methods oi 
computation are required. 

One of the problems often confronting the accountant is 
that of finding the date upon which a given group of items in a 
particular account may be settled without paying or receiving 
interest. Other problems relate to the ascertainment of the 
amount of the interest. 

Following is a problem illustrating the procedure in deter- 
mining the average due date of a series of items on one side of 
an account. 



Problem: 

Find the average due date of the following amounts — 

March 1st $ 400.00 

March 10th 600.00 

March 20th 900.00 
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Solution : 

Using March as the focal date (S) and daily equiva- 
lents instead of interest — 

March Ist J$ 400.00 X 1 = $ 400.00 

March 10th 600.00 X 10 = 6,000.00 

March 20th 900.00 X 20 = 18,000.00 



(§) 
(♦) 



$ 1,900.00 $24,400.00 

$24,400.00 -h $1,900.00 = 12.8 days (*) = 13 days. 
March + 13 = March 13th. 
Note— Any date may be used as a focal date. 
Note— A fraction of less than $4 day is usually 
rejected; }i day or over is treated as an entire 
day. 



You will notice in the illustrations above that a focal date 
is determined upon; this may be either the first day or the last 
day or any other day that will facilitate computations. In our 
solution we chose a point between two days — March 0. This is 
the equivalent of Feb. 88, but makes it appear easier to use. A 
date is decided upon merely for the purpose of establishing a 
basis for computations. The computations will then show to 
what extent the focal date is in error and will then permit the 
ascertainment of the true date. 

Illustrating from our solution, we have $400.00 for one day ; 
$600.00 for 10 days, which is the equivalent of $6,000.00 for one 
day; and $900.00 for 20 days, which is the equivalent of $18,- 
000.00 for one day ; totaling these equivalents, we have $24,400.00 
the amount outstanding for one day ; dividing this by the total of 
the principal $1,900.00 gives us 12.8 or 13 days which represents 
the point at which the equivalent of the total due will agree with 
the total of the equivalents for the individual items in the account. 



Viz: 

1900 X 12.8 = $ 24,400.00 

400 + 6000 + 18,000 = 24.400.00 



Therefore the payment of $1,900.00, 12.8 days after the focal 
date is the equivalent of paying each of the three items given on 
the day it was due. 

The same principle would rule if the account had two sides 
and the amount representing the payment in settlement of an 
account represented a balance instead of a total. 

Interest may be computed on each item if desired, and the 
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net debit or credit of interest divided by the amount of interest 
on the principal for one day will give the number of days by 
which the focal date is off. 

Interest may be ignored, if desired, and computations based 
on daily equivalents may be used as with the above problem and 
solution instead, giving the same results. This is the same as 
computing interest at 100 per cent per day however, so that to all 
intents and purposes the plans are the same. 

Following is a problem illustrating the application of the 
principles outlined above to an account with debit and credit 
sides wherein the equated date is desired. 

In the first solution following, we are using the daily equiva- 
lents for purposes of computation; in the second, we are using 
interest at 6%. The first plan is usually considered preferable 
on account of the lesser number of computations. 

Pioblem: 

Find the equated date of the following account : 

Dflnts Credits 

May Ist, MdM $ 8,880.00 May lOth, Cub $ l,t00.00 

June Itt, Mdse. 8,400.00 May 80th, Cash 1,800.00 

Solution : 

Using June 1st as the focal date and equivalent amounts for one day. 

D^lnts Credits 

Due Amount Time Equivalent Doe Amount Time Equiralent 

May 1 $ 8080 X 81 « 114080. May 10.... 1800. X 88 » 88400 

June 1 8400 X » 00. May 80.... 1800. X 18 » 81800 




114080. 8000. 48000 

Bal 8080. 68080 



$114080 $ 6080. $ 114080 

86080 -!- 8080 -= 81.4 -* 81 — 

Jiina 1st, len 81 days, b. May 11th 

Solution : 

Using June 1st as focal date and interest calculations at Wo for de- 
termining the amount the focal date is in error. 

Dtbit* 

Due Amount Time Interest 

May 1 ....$ 8680 81 10.018 

Junei.... 8400 000 

8080 10.018 8000 8.00 

Bal 8080 11.018 



Credits 




Due Amount Time 


Interest 


May 10..$ 1800 88 


$ 4.40 


May 80 .. 1800 18 


8.80 



$ 8080 I 10.018 $ 8080 $ 19.018 



$8080 at interest for one day «s $.5183 

^ 1 -i- $.6188 « 81.4 days « 81 days 

less 81 days «» May 11 a Equated Date 



811.018 
June 1 
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As stated above, the use of daily equivalents is the same as 
calculating interest at 100 per cent per day. As proof of this, 
consider that 6% per year is equal to 1/60 of 1% per day and 
that 100% per day is therefore 6,000 times as great as 6% per 
year. If this is true, the quotients in one solution will be 6,000 
times the quotients in the other solution, and as both divisor and 
dividend in the final calculations have increased proportionately 
the result will be the same, 21.4. 

6000 X 4.40 = 26400 

6000 X 3.60 = 21600 

6000 X 11,0133 = 66080 

6000 X 19.0133 = 114080 

6000 X .5132 ^ = 3080 

And 

11.012 -^ .5132 . = 21.4 

66080 -T- 3080 = 21.4 

Problems also arise where it is desired to find the amount of 
interest due at some time before or after the equated date. 

Wherever it is desired to find the amount due on a given 
date, equate the account and compute interest from the equated 
date to the given date of settlement. In the above problem, May 
11th is the equated date ; hence, settlement could be made on that 
day without interest. If settlement is made on July 10th, 60 days 
interest on the balance of the account will accrue making $30.80 
interest, and a total of $3,110.80 due. 

The same problem may be worked more accurately by cal- 
culating interest to the date of settlement as 





Debits 






Credits 




Dae 


Amount Time 


Int. 


Due 


Amount Time 


Int. 


Mayl.. 


..$ 8M0.00 70 da. 


$ 4S.9S 


May 10. 


.$ 1200.00 61 da. 


$ 18.80 


June 1.. 


.. S400.00 89 da. 


15.60 


^.*:^.: 


. 1800.00 61 da. 


16.80 








. 8080.00 


81.08 



$ 6080.00 $ 68.68 | 6080.00 $ 68.88 

Total due = $3,080 + $31.03 = $3,111.03 instead of $3,110.80, a differ- 
ence of $0.23 due to the error of .4 day in the equated date (21.4=21). 

In general, where interest is a material factor in the majority 
of accounts in a set instead of in but a few of the accounts, it is 
customary to establish a uniform focal date as the basis of all 
calculations. This date is usually Dec. 31. Instead of calculating 
interest on each item, it is customary to show the equivalent 
amount of principal for one day. Interest for one day on the 
balance of equivalents may then be computed instead of on every 
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item. Amounts under this method become so large that it is 
usually the custom to eliminate at least the last two digits repre- 
senting the cents. 

In connection with accounts such as are illustrated herein, 
where interest is a material factor, it is well to bear in mind that 
the calculations must be computed from the due date of the items 
and not necessarily from the date of the entry. 

The following problem illustrates the above propositions. 



Pkoblbm: 

Find the amount due Jan. 1st on the following account, using 
Dec. 3l8t as the basis of calculations — 



Date 

Julys 
Septl 
Not. 10 


Dtbits 
Maturity 
9 months 
S months 
t months 


Amount 

% 8,680.00 

8,606.60 

1,800.00 


Date 
Sept. 16 
Oct. 10 
Dec. 1 


CrtdiU 
Maturity Amount 
Net $ 2,000.00 
Net 2,400.00 

10 days 1,000.00 


Solution : 








Doe 
Date 

Sept. 8 
Dec. 1 
Jan. 10 


Dtbits 
Amount Tame Equivalent 
1 2620.00 111 $ S87S80.00 
8608.60 80 110806.00 
lt00.00 


Due 

Date 
Sept. 16 
Oct. 10 
Dec. 11 
Jan. 10 

Balance 
Dec. 81 


Cridiis 

Amount Time Equivalent 

$ 8000.00 107 % 814000.00 

8400.00 88 106800.00 

1000.00 80 20000.00 

10 18000.00 




$ 7416.60 


$ 898176.00 


% 6400.00 $ 448800.00 






44686.00 


8016.60 




$ 7416.60 


$ 448800.00 


$ 7416.60 $ 442800.00 



$44,625.00 for one day = $7.44 Interest. 
$2,016.50 — $7.44 = $2,009.06 Amount Due Dec. 31st. 
Interest for Jan. 1st on $2,016.50 = $.34. 
$2,009.06 4- $.34 = $2,009.40 Amt. Due Jan. 1st. 

You will notice that where an amount matured after Dec. 
Slsty the equivalent is shown on the opposite side in order that 
it may be used as a deduction, also that the interest on the balance 
is computed separately to care for the day intervening between 
Dec. 31, and Jan. 1st. The same procedure may be followed to 
give effect to any difference between the date of settlement and 
Dec. 31st except that if the date of settlement is before Dec. 31st, 
the amount of interest is deducted. If it is after Dec. 31st, it 
is added. 

The above method of using equivalents is particularly de- 
sirable where some rate of interest difficult to handle, like 5%% 
or 6%% is being used, as the number of interest calculations is 
reduced to a minimum. 
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In connection with accounts having two sides, viz : debit and 
credit, it is sometimes difficult to determine whether the true date 
should fall before the focal date or after it. This can usually 
be avoided by taking as a focal date some date so far away from 
the possible due date that there can be no doubt as to the method 
of counting, but this often ^ves rise to very large numbers and 
may prove nearly as undesirable as the difficulty it is used to 
avoid. The following rule should assist in the ascertainment of 
the true date. // in an account, the true due date is assumed as 
the focal date, the equivalents on both sides of the account will 
balance; therefore, if the balance of the account and the balance 
of the daily equivalents fall on the same side, the party entitled 
to the balance of the account is receiving too much interest or 
daily equivalents and the time will be computed backwards; if, 
however, the balance of principal and the balance of interest or 
daily equivalents fall on opposite sides of the account, the party 
entitled to the balance of the account will not have received a 
sufficient amount of interest or daily equivalents and the timi 
will be counted forwards. 
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Chapter IX. 

PARTICULAR ACCOUNTS AND THEIR EFFECT ON 
BOOKS OF ORIGINAL ENTRY 



In connection with the operation of a great many accounts, 
it is advisable to give careful consideration to their effect on cash 
books, sales books, purchase books, etc. Usually the effect of 
these particular accounts is found in the special columns that are 
required in the books of original entry, although a slight effect 
is noticeable in the form of entry which is sometimes made in the 
explanation column. 

Controlling accounts affect books of original entry by making 
it necessary to provide special columns into which transactions 
affecting the items controlled may be recorded to facilitate their 
proving to the controlling account. Cases also arise where the 
nature of a transaction affecting two or more accounts is such 
that it can be combined into one book much more readily and to 
much greater advantage than would be possible if two books were 
used, as would seem to be proper. An example of this is found 
in the case of cash and discount. Separate entries could be made 
to record the cash received in one book and the amount of the 
discount allowed in some other book but inasmuch as both the 
cash and the discount affect the same customer's accounts, it is 
usually considered advisable to combine them. This requires the 
use of special colunms. 

One of the most noticeable changes in books of original 
entry occurs owing to the necessity of greater elaboration of 
accounts as businesses increase in scope or become more com- 
plex. In a small business but very few accounts are necessary 
to provide all of the details required, but in larger businesses 
these accounts must be divided into innumerable accounts; for 
instance, a small concern selling flour and feed may be quite 
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efficiently provided with books of account and financial records 
where it treats all of the sales as a unit and credits all of the sales 
to the one sales account; but if the business increases to a con- 
siderable extent, the management will no doubt desire to separate 
the sales into flour, hay, grain, etc. This change in their require- 
ments will necessitate an analysis of their sales and purchases. It 
affects the purchase account for the reason that both the sales 
and the purchases must be divided in the same manner. It would 
be useless to keep the different types of sales separately and not 
to know what the purchases of each type were, as by so doing one 
would be unable to determine definitdy the profit on each type 
of product handled and the greatest good possible by such a pro- 
cedure would not be realized. Sales and purchases must always 
be considered together where an attempt is being made to sub- 
divide the units and to ascertain the volume of the respective 
units handled. 

An ordinary sales book operated by a concern which does not 
segregate its sales usually requires no additional columns what- 
soever. The purchase book would also be arranged in the same 
manner. Following is the simplest forms of purchase book. 



PURCHASE BOOK. 



Oftt*. 


OMdltor 


Terms. 


Dut. 


V 


Amount . 

















Digitized by 



Google 



PARTICULAR ACCOUNTS AND THEIR EFFECT 



191 



The segregation of the sales into flour, hay, and grain will 
necessitate that additional columns be provided into which the 
items of each class may be entered. This will give us the follow- 
ing forms of purchase and sales book for use under such a con- 
dition. Notice that the total of the three columns to the right 
must equal the total of the first column into which the items were 
originally entered. This form of tabular proof is very important. 

In connection with the use of columnar books, notice also 
that if an accounts receivable controlling account is being used 
the total of the sales listed in the original coltunn would properly 
be posted to the debit of the controlling account. 



TORCHABt BOOK - With dittrlbutioa oolums. 
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aALM BOOI » With oolvMn tot OontrolliMe Aooount. 



Dfttt 



Izplanation 



Forimrd • 



Aoots, 
R«o*bI« 



1 86C0O 



Distribtttlon 



Flour II Hfcy || Qrain 
600 



DO 



400 00 



860 00 



If a journal entry were to be made to facilitate the posting 
of the books of original entry, it would appear as follows: 



Accounts receivable controlling account J$ 1,250.00 

Sales, Flour $ 600.00 

Sales, Hay 400.00 

Sales, Grain 250.00 

To record the sales for the month of January. 



For the purchase book, the entry would be : 



Purchases, Flour $ 170.00 

Purchases, Hay ..- 90.00 

Purchases, Grain ...- 80.00 

Accounts Payable Controlling Account... $ 340.00 

To record purchases for the month 
of January. 
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Or, if no controlling accounts were being used and the accounts 
payable were included in the general ledger as is quite often 
the case and posting have already been made to it, the entry will 
be: 



Purchases, Flour - J$ 00.00 

Purchases, Hay 00.00 

Purchases, Grain - 00.00 

Sundries $ 00.00 

To record purchases for the month 
of January. 



Where adding machines are used, it is sometimes considered 
unnecessary to make the segregation of sales by the aid of special 
columns. In lieu thereof, but one additional column is used into 
which the component parts of each sale is entered with an index 
letter showing the particular account affected. 

At the end of the month, the bookkeeper will total all of 
the items bearing the symbol "F" indicating a flour sale and on 
another list, all of those bearing the symbol "H" indicating a 
sale of hay and on a third list all of those bearing the symbol 
"G" indicating the sale of grain. These adding machine lists 
are then usttally pasted into the sales book or, wherever possible, 
are made directly onto a sheet which can be entered into the sales 
book with the sales sheet. 

It is usually considered advisable to use columnar books 
wherever there are a large number of sales and a large segregation 
but wherever there are but few sales and but few divisions there- 
of it is sometimes considered of advantage to use the adding 
machine slip method as explained above. 

In connection with the above, it must be remembered that 
sales books have a wide variety of forms and arrangements ex- 
tending all the way from a simple binder containing shipping 
orders to a highly elaborated sales abstract. The adding machine 
slip method is particularly advisable in any case where all postings 
are handled directly from the sales sheets and where no other 
book record is made. The sales analysis can very readily be made 
on the back of a sales sheet and this can be filed in the same 
binder therewith. This is without doubt the simplest and easiest 
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method of procedure in any case where there are a great many 
sales and where the sales distribution does not extend beyond 
two or three accounts. 

A sales abstract corresponds with the sales book ruled above 
differing only to the extent that the details of the sales are not 
contained therein. The sales abstract in many cases does not 
even contain the name of the customer ; this is usually true in any 
cases where the postings are made directly from the sales sheet. 
If, however, the posting to the customers' ledger is to be made 
from the sales abstract the name must be included therein. Fol- 
lowing are the two forms of sales abstract. In the second form 
the explanation column will contain the name of the customer, 
while in the first form the number of the sales sheet only is shown. 



8ALI8 ABOTRACT - Footing fJM m»A» t^im fl^l>« ehmm^m 
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Purchases ordinarily may be handled in exactly the same 
manner. It is true, though, that in majority of cases the invoice 
received from the creditor often requires some alterations or 
adjustments and hence does not lend itself readily to use as a 
basis of posting. For this reason most concerns much prefer to 
record the incoming invoices in some book of original entry and 
post therefrom. 

In the above outline, we have only attempted to illustrate the 
analysis of the sales and purchases of a flour and feed establish- 
ment and a garage or small automobile company. The same 
principles would apply to a manufacturing concern handling 
machines, etc. They would divide their sales into machines and 
parts. If they also had a repair shop in connection with the 
establishment, the sales would be divided into machines, parts and 
repairs. The larger automobile establishments usually have more 
divisions than this. Their sales are often divided into automobiles, 
trucks, tractors, automobile parts, truck parts, tractor parts, sec* 
ond hand automobiles, second hand trucks, second hand tractors, 
gasoline, tires, shop repair sales, garage labor sales, outside work 
sales, etc. 

Expenses in a small establishment may ordinarily be handled 
in three or four accounts, viz: manufacturing expense, trading 
expense, administration expense and interest. With the exception 
of perhaps interest, these usually require a column each in the 
purchase book and the cash book or cash paid out book. If the 
accounts were being arranged for a larger organization, they 
would be split into a number of accounts as follows : 

Manufacturing Expense: Administration: 

Indirect Labor Management Salaries 

Direct Labor Miscellaneous Administra- 

Power tion Expense 

Light Ofike Salaries 

Heat Office Expense 

Superintendent Rent 

Miscellaneous Manufacture Light 

ing Expense. apital- 

Trading: Interest on borrowed 

Salesmen's Salaries money. 
Salesmen's Expenses 
Miscellaneous Trading Ex- 
penses 

In the majority of cases where a great segregation or 
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division of items is made, it is found unnecessary to have columns 
for each type of items. Coltmtms, however, must be provided 
wherein these miscellaneous items may be entered ; they can then 
be posted in detail to the books of final entry. 

In determining the advisability of providing a special column 
for a particular class of items, consideration must be given to 
the number of transactions of the class which are made during 
a fiscal period. If a very few are liable to require attention, it is 
not considered advisable to provide a special coltunn therefor as 
it is much easier to enter the items in the general column and post 
them individually to the ledger. Usually special columns are 
not provided unless ten or more items affect an account during 
the fiscal period. This can be varied of course, according to the 
number of columns that are available in a particular brok. If 
the width of the book is limited, it might be considered advisable 
to post individual items to a particular account even where twenty 
or thirty may be entered during the month. 

It may be stated as a general rule that wherever special 
columns are provided in the cash book or cash paid out book 
similar columns must also be provided in the purchase book. 
This is true for the reason that any item which could be purchased 
for cash and require an entry in the cash book could also be pur- 
chased on account and would require an entry in the purchase 
book. In some cases, however, under a properly arranged system 
of accounts all purchases of every kind whether for cash or on 
credit are entered in the purchase book and are credited to ac- 
counts payable or some similar account. The cash or cash paid 
out book under this condition will of course not require columns 
for the various expense accounts as all entries therein are neces- 
starily a debit to accounts payable or some similar account which 
received credit in the purchase book. 

Wherever a great many purchases are made for cash, it is 
usual to provide a column wherein these cash purchases may be 
credited in the purchase book. Inasmuch as they are simul- 
taneously paid, a column can be provided in the cash book to 
which the payments may be charg^. The fact that the credit is 
made in one book simultaneously with the charge in another war- 
rants the assurance that at the end of a fiscal period the total 
of the two columns will agree ; therefore, if they are both posted 
to a cash purchase account in the general ledger, the account will 
Inlance. 

To illustrate this, we will assume that a particular firm does 
a great deal of business with some other oi^ganization which we 
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will call the Charles Purdy Co. Instead of posting each invoice 
to its credit and charging it with each check we issue, we will 
assume that we provide special columns in the purchase 
book and cash book into which the transactions affecting the 
Charles Purdy Co. can be entered. If the Charles Purdy Co. does 
not grant us credit and we pay every invoice as soon as it is 
received, its account will balance at the end of the month, as the 
total purchases in the purchase book will correspond with the 
total pa3rments in the cash book. 

If you will but consider cash purchases in the same manner 
that we have outlined the Charles Purdy Co. above, you will have 
no difficulty in applying the above principles. 

In contrast with the above, let us asstune that we have ar- 
ranged a set of books for a concern that requires but few ac- 
counts. In such a case it would be unnecessary to record cash 
purchases in the purchase book, as ample space could readily be 
provided in the cash book so that a check issued for goods could 
be entered directly into a column arranged for the purpose and 
ultimately charged to the purchase account. We believe, how- 
ever, that where a considerable division of items is required it is 
more satisfactory to use the purchase book for these entries in 
connection with cash purchase columns in both books. 

In connection with the above, notice that any type of cash 
items can be entered in the purchase book, and even though the 
account cash purchases is credited, it could contain purchases of 
expense items as well as purchases of goods. The object of the 
account is merely to facilitate the entering of a liability on one 
hand and its payment on the other, and this can be accomplished 
very readily irrespective of what the account heading may be. 
It is not deemed advisable to provide additional colunms to 
contain cash purchases of expense items for the reason that the 
term cash purchases is sufficiently expressive to cover all types 
of items and the further reason that the account closes auto- 
matically each month. 

A cash sales account may be operated in the same manner 
excepting only that a sales book will be used instead of a pur- 
chase book and cash received book instead of a cash paid out 
book. Naturally, a concern makes a lesser number of divisions 
of its sales than it does of its purchases and expenses, and for this 
reason we often find a concern which will record its cash sales 
directly into the cash book without the aid of the sales book but 
will necessarily enter its purchases of expense items and goods in 
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a purchase book before entering a payment thereof in the cash 
paid out book. 

If you will notice particularly the eflFect of the cash pur- 
chases and cash sales coltunns in the purchase book and the sales 
book, you will see that they are in the nature of a subdivision of 
the accounts with customers or creditors. If you will refer to 
the sales book illustrated on the page following you will notice 
that for the purpose of tabular proof, the total of the columns 
on the right side of the heavy perpendicular line will equal the total 
of the columns on the left side of the line. The columns on the 
right side of the perpendicular line all relate to nominal accounts, 
those on the left side relate to real accounts. A special column 
has been provided for cash sales. If our business was such that 
we had a great many special transactions or in fact for any other 
reason, we could make further subdivisions of the real accounts. 

We will assume, for the purpose of illustration, that we are 
preparing a system for an automobile sales agency which does 
business with a great many people. They have so many cus- 
tomers that their accounts could not possibly be contained in 
one ledger. It is therefore advisable to use two or more ledgers 
and perhaps to have each of these ledgers kept by different per- 
sons, thus requiring two or three bookkeepers. In order that 
these bookkeepers may be able to operate their ledgers without 
interfering in any way with the other bookkeepers, we could 
without d^culty keep all of the transactions affecting each ledger 
in a separate column. This would necessitate two or three col- 
umns for controlling accounts instead of one as is customary. 
The sales book for use under such a condition and containing a 
column for the numerous transactions of cash sales would appear 
as follows: 
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Inasmuch as the entries affecting these ledgers would prop- 
erly come from three different places, the three sources of these 
entries should be arranged to facilitate the segr^;ation of the 
items, therefore, additional columns should also be provided in 
the cash received book and the journal as in no other way could 
the controlling accounts receive all of the entries which affect 
the subsidiary ledgers and be kept in agreement therewith. 

The same method of using additional controlling accounts 
may be adopted with equal facility in handling purchases, although 
in general an organization buys from a fewer number of concerns 
than it sells to and many cases will be found where auxiliary 
ledgers are used for sales where none is necessary for the pur- 
chases, the accounts for creditors being included in the general 
ledger. 

Probably the most difficult of all accounts, considering its 
effect upon the books of original entry, is the bank account. This 
is true for the reason that the bank account may be considered as 
the cash account, part of the cash account, or as an entirely sep- 
arate account, and each of these conditions has its specific effect 
on the books of original entry. 

Where the bank account is the cash account, a petty cash 
account is usually used to care for the small items where specie 
is used but all receipts or payments of any magnitude are handled 
directly through the bank. In all cases of this sort, an organiza- 
tion will have no cash account and the cash received book will 
represent the debit side of the cash book and the cash paid out 
book will represent the credit side. This procedure so readily 
divides itself into receipts and payments that, in general, two 
books are used, one for receipts and one for payments. Inci- 
dentally, it might be well to state that if this procedure were not 
adopted, considerable waste would result for the reason that 
receipts would greatly exceed the payments, and inasmuch as the 
same space must be allotted to each type of transaction in order 
to have them run along chronolc^cally there would be consider- 
able blank space on the pages allotted to the payments. 

Where the bank and the cash are handled collectively and 
no attempt is made to keep them separate in the books, the pay- 
ment of a check is not luuidled in any manner different from 
the payment of specie, therefore no special columns are required 
in the cash book. Where this plan is used, we very seldom see 
the cash received and cash paid out books operated, as a cash 
book arranged with one side for receipts and the other side for 
disbursements is the most desirable of use. 
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In the above case, no columns are required for bank trans- 
actions. When balancing the cash at the end of each day's busi- 
ness, it is necessary to consider the balance as shown by the 
chedc stubs in addition to the cash in the drawer in order to 
determine the accuracy of the work. 

Following is a form of cash book arranged for use where 
no attempt is made to distinguish between cash and bank trans- 
actions: 
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The third method of handling bank transactions, as outlined 
above, is where a cash account is maintained but where the bank 
account is treated as a separate unit. Inasmuch as there will be 
a great many bank transactions affecting the cash, it is necessary 
that special columns be provided in the cash book for the purpose 
of containing these items. Also, inasmuch as cash receipts and 
cash payments will be made from the same cash book, it is the 
invariable rule that but one book be used to contain the receipts 
and payments. This necessitates a cash book ruled somewhat 
similar to the following: 
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You will notice that the cash record cares for payments into 
the bank account in exactly the same manner that it would recora 
(>a3m[ients made to any customer whose volume of transactions 
would warrant the use of a special column. You will notice also 
that money withdrawn from the bank by the aid of a check is 
recorded just as if it were actually brought into the cash drawer 
and then disbursed, viz., the checks are charged to the cash on 
the debit side of the cash book and are simultaneously credited 
on the credit side where the proper expense or other account is 
charged. This is a sort of a four way transaction. 

To illustrate we will assume that we issued a check to John 
Jones in payment of his account. The effect of the transaction 
may be expressed with the following journal entries : 



Cash 4 OaoO 

Bank $ 00.00 

Check No. 46 is drawn this day. 

John Jones .$ 00.00 

Cash $ 00.00 

Check No. 46 is paid to Jones. 



It is true that a check register could be used if desired to 
contain all disbursements made by check but inasmuch as pay- 
ments may also be made in specie and the credit side of the cash 
book would necessarily correspond in columnar formation to the 
check register, it is usually considered advisable to combine the 
pa3anents of specie and checks in the same book, as this can be 
accomplished so readily by the aid of but one additional column 
on the debit side of the cash book into which the credits to the 
bank for the checks issued can be made. This results in vir- 
tually combining two books. The same plan could be adopted 
with equal facility in the handling of discounts. 

For the purposes of illustration, we will assume that a 
concern has been entering the net amount of cash receipts in the 
cash received book and the amount of discount allowed in the 
discount book, but wishes to improve the system. The book- 
keepers have been required to list the details of each pa3anent 
in two different places — once in the cash received book and again 
in the discount book. They have also been required to make two 
postings to the credit of each customer's account — once for the 
net cash received and later for the discount. This double work 
can be eliminated by combining the two books. If desired, a 
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memorandum column can be inserted in the cash received book 
to contain these discounts. This memorandum column will have 
nothing whatsoever to do with the cash transaction and hence 
should be at the extreme left of the cash columns. At the end 
of a month, it can be totaled and the amount thereof be posted 
usually by the aid of a journal entry to the accounts receivable 
ledger and the discount account. 

Following is a form of cash received book illustrating this 
method of procedure. 
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The journal entry which could be made if desired to give 
effect to the items in the discount column would be as follows : 



Cash discount $ 00.00 

Accounts receivable controlling account.. $ 00.00 

To record the discount allowed on 
sales during January. 



This method of procedure answers very readily in any case where 
but one accounts receivable controlling account is being used, 
but wherever the accounts with customers are divided into more 
than one ledger, it proves rather unwieldly for the reason that 
each ledger must be provided with a discount column, otherwise 
confusion will exist in determining the amount of discount posted 
to each ledger ; also the opportunity for individual proof is lost. 
In order to avoid the necessity of arranging so. many columns, 
it is usually considered advisable to enter the gross amount of 
each pa)rment on the debit side of the cash book and the amount 
of the discount on the credit side as an offset thereto. This will 
permit each controlling account to receive credit for the full 
amount it is entitled to without in any way affecting the amount 
of discount allowed, and the discount need only be considered as 
an offset to the total cash receipts and hence all discounts may 
be entered in the one column. Following are forms illustrating 
this in cases where there are three customers ledgers in use. 

In the first case, we are showing the columns arranged for 
a cash book, in the second case we are assuming that a cash 
received book is being used. The same plan is applied in each 
case. 
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In the above examples we have only dealt with discounts 
allowed on sales. The same plans will apply to discounts on pur- 
chases so that we do not believe further illustration thereof will 
be necessary. In connection with the above, do not overlook the 
possibility of a great many combinations of arrangements of 
cash books where controlling accounts, discounts and bank ac- 
counts may all require consideration. 
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COLUMNAR BOOKS OF FINAL ENTRY. 



Special columns in bcx)ks of final entry are used principally 
for the purpose of providing additional information or facilitating 
the reading of an account. This may be accomplished by elaborat- 
ing the details ordinarily found in the explanation column of a 
ledger by the aid of special rulings so that items of a class may 
be brought out more prominently, or by providing additional 
money columns for the purpose of combining two or more types 
of accounts under one heading as where the two types of in- 
formation are so closely connected that a person looking at one 
group of figures will necessarily desire information about the 
other group. This might occur in the case of an investment ac- 
count where a combined account is operated showing one group 
of columns for the principal and the other group of columns for 
the interest. 

In some cases, special money columns are provided to enable 
the ready ascertainment of the balance of the account, the columns 
being used to record balances found from time to time throughout 
the operation of the account. 

Special rulings other than mere changes in the ledger forms 
are found in cases where accounts of a class, all of which will 
receive the same treatment, are recorded as a group. This special 
ruling is usually in the form of a list wherein such items as 
amounts due stockholders on dividends may be recorded and 
treated as a unit. 

Still another purpose of special ruling is that of combining 
the information about certain types of items so that the one 
entry can serve both as the original entry and final entry. This 
is found in connection with notes receivable where, if the records 
are properly prepared, the one listing of the notes will serve for 
both the original and the final entry. 
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Special rulings or columns subdividing the details of a ledger 
are quite often used to contain serial ntunbers, sizes, or maturity 
dates of items. Serial numbers are often set out prominently by 
the aid of a special column thereby permitting an easy reference 
thereto. The same is true of sizes, maturity dates or, in fact, any 
information which may be referred to often or which it is deemed 
desirable to separate from the mass of information usually found 
in the explanation columns. 

Where additional money columns are provided under one 
ledger heading for the purpose of combining two or more t3rpes 
of information, the account is called a combined or joint account. 
Combined or joint accounts are valuable of use not only in con- 
nection with the recording of principal and income as in the case 
of investments as mentioned above but may be used in connection 
with accounts showing foreign and local currency, capital and 
income as in the case of a decedent's estate, notes receivable and 
accounts receivable, and, under a somewhat different ruling, sup- 
plementary details of expense accounts. A ruling for a foreign 
ledger sheet would appear somewhat like the following: 
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You will notice that the first money columns on each side of 
this form are arranged for forcigfn currency while the second 
columns on each side are arranged for local currency. The pur- 
pose of this ruling is to facilitate the handling of foreign items ; 
this is usually necessary in any case where goods are purchased 
abroad and where settlement is to be made in the currency of the 
seller. It might also be used in any case where goods are sold 
abroad but are billed out in the currency of the buyer. This 
method, however, we believe is rather unusual. 

In the operation of a foreign ledger, it is customary to con- 
vert the foreign currency into the local currency using the rate 
of exchange ruling on the day of receipt of the invoice. The 
invoice is then entered in the purchase records in such a manner 
that the local currency figures will be the basis of the financial 
entry, the foreign currency figures being carried along in memo- 
randa so that the ledger account to which they will ultimately 
be posted will show not only the local currency but the foreign 
currency as well. The local currency is necessary for the reason 
that the books are kept in that currency and can only be balanced 
if all the figures therein necessary for use when balancing are in 
the local currency. The foreign currency is kept as a sort of 
memorandum so that statements received from foreign creditors 
may be properly reconciled with the local books and also so that 
foreign drafts of proper amount may be purchased in settlement. 
Owing to fluctuations which constantly occur in daily quotations, 
it usually is found that the amount of local currency required to 
settle an obligation will be somewhat different from the amount 
at which the obligation was recorded at the time of the receipt 
of the invoice. This requires the use of special columns in the 
cash paid out book to record the profit or loss on exchange. 

To illustrate, we will take the case of a shipment of books 
from London. If the rate of exchange ruling on the day of the 
receipt of the invoice is $4,00 and the rate ruling on the day of 
payment is $4.10 a loss of 10c on each pound will occur and must 
be recorded in an account operated for the purpose. We will 
assume that the invoice received was for £100. In the foreign 
ledger, it will be listed in both currencies, viz., in the first column 
on the credit side, it will appear as £100 and in the second 
column on the credit side, it will appear as $400.00. The pur- 
chase of a hundred pound draft will require the current ex- 
penditure of $410.00 ; the account, however, will be debited with 
but £100 in the first column on the debit side and $400.00 in the 
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second column on the debit side, the remaining $10.00 will neces- 
sarily be debited to Loss on Exchange. 

A great many concerns handling foreign currency always 
use a uniform rate for the purpose of conversion hence the items 
in foreign currency columns always bear a uniform relationship 
to the items in the local currency column. 

The form of joint ledger ruling, when used in connection 
with recording of investments and the income thereon, would 
appear about as follows: 
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You will notice by reference to the above that the first 
columns on each side contain the amount of the principal or the 
investment and that the second columns record the income. This 
information is usually combined in the one account for the rea- 
son that it facilitates the verification of the receipt of the income. 
To illustrate, we will take the case of an investment in bonds 
upon which interest is due quarterly. The amount of the in- 
vestment will appear in one set of columns and a credit for 
interest should appear on each interest date throughout the 
period that the bonds are held. The period of ownership can 
be readily ascertained by reference to the dates shown in con- 
nection with the purchase and the sale of the bonds so that an 
auditor can very readily determine that all of the interest is 
actually accounted for. Where the information is combined as 
above, an investor can readily determine the results he is se- 
curing from each of his investments. 

The above form of ruling is usually not considered de- 
sirable except in cases where a separate ledger is operated for 
investments. Such a ledger would have two controlling accounts ; 
one controlling the first columns on each side representing the 
principal, the other controlling the second columns on each side 
representing the income. This, of course, is not of vital im- 
portance for if desired one controlling account could be used 
and the totals of principal and income in each account could be 
recorded for the purpose of drawing off a trial balance, or if 
desired the principal and income could be recorded separately 
in the trial balance. Usually, however, where but one controlling 
account is used, the ledger page is divided into an upper and 
lower section, the upper section containing transactions affecting 
the principal and the lower section containing transactions affect- 
ing income. This same plan may be used in almost any case 
where joint accounts are desirable. 

In connection with the accounting for estates of decedents 
where the income is devised to life tenants and where the prin- 
cipal or corpus is devised to remaindermen, it is of vital im- 
portance that the corpus and income be kept entirely separate. 
There is, however, such a direct relationship existing between 
the corpus and the income that it is usually considered advisable 
that they be combined in the same set of books. This is accom- 
plished by using the form of joint accounts which we have been 
illustrating. Following is a pro-forma account illustrating the 
plan of procedure. You will notice that all of the items of 
income or other accounts which may be of interest to the life 
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tenant are found in the second column on each side and that all 
of the items of principal which may be of interest to the re- 
maindermen will be found in the first column on each side. 
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Without doubt the most desirable use of a joint account is 
found in connection with accounts with customers, particularly 
where a portion of the account is represented by notes or instal- 
ments and the remainder of the account is supposed to be settled 
promptly. Following is the pro-forma illustration of a joint 
account used by an automobile house where cars are sold on terms 
which may or may not be represented by notes and where repair 
charges are constantly running through which are supposed to be 
paid not later than the 10th of the month succeeding the date of 
purchase. 
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Notice how nicely the two sets of columns work in harmony 
and just consider for a moment how desirable the joint form of 
ledger account is for such an organization considering that they 
will have all of the transactions of every kind with each cus- 
tomer on the same page. Experience has proven that where 
two or three accounts are operated for a customer it is some- 
times quite difficult to determine whether he is in arrears or 
what he should pay at a particular time. Take for example, the 
case of a person who bought an automobile on instalments; the 
notes might be in arrears and in the hands of the collection 
department yet credit might be extended by the credit department 
owing to lack of information due to the fact that the ledger 
account would not show all of the information. Put in other 
words, the combining of all of the transactions of a given cus- 
tomer on a given page will save the accounting department the 
necessity of chasing through a number of books to get all of the 
information about certain account and will consequently greatly 
increase the efficiency of that department. 

The form of ruling of a joint ledger where supplementary 
details of expense accounts are shown is usually somewhat like 
the following: 
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The author has never found a very good use for this form. It 
is true, however, that many accountants advocate its use and feel 
that it accomplishes a very desirable purpose. They contend that 
it reduces the number of special columns required in books of 
original entry and that it facilitates the preparation of condensed 
reports. Our experience has been that the effect on the books of 
original entry is very undesirable for the reason that it is neces- 
sary to use index letters to indicate a particular subdivision of the 
account which is affected and that oftentimes an entry in some 
book of original entry may be made which will affect two or three 
items at one time. Books of original entry usually allow but one 
line for each entry and if it becomes necessary to record a con- 
siderable number of items on one line it is necessary to condense 
the writing to such an extent that it is almost illegible. 

The author has also found that most bookkeepers are over- 
worked. Their tendency is to post to the columns representing 
the major accounts first and to trust to luck that they may have 
time at some future date to extend the items into the minor 
columns. They usually find that luck is not on their side and that 
they never have an opportunity to make the extensions. The 
result is that the auditors are compelled to make the extensions 
themselves if they wish to secure all of the details that the books 
are intended to show. 

The author recommends the use of separate ledger pages for 
each and every account that is desired. Books of original entry 
may be ruled to accommodate all of the accounts required or if 
they thereby prove unwieldy other methods such as posting di- 
rectly from vouchers may be used, in which case the special col- 
umn books of original entry may be eliminated. 

In almost any ledger, it is desirable that the balance of the 
accounts be recorded from time to time as changes occur. In 
some cases this is accomplished by the aid of a single balance 
column ruled in the center of a ledger sheet something like the 
following : 
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This form is particularly desirable for use in ledgers wherein 
the accounts are uniformly balanced on each side, viz., all of the 
accounts show either a debit or a credit balance. This is particu- 
larly true in the case of accounts receivable or accounts payable 
ledgers. It is true, of course, that some of the accounts receivable 
or accounts payable become overpaid with the result that the bal- 
ance appears on the wrong side but a red ink balance or a balance 
with a circle around it will serve to indicate the exceptions. This 
form is quite often used even in cases where balances may be 
found on both sides but ordinarily it is deemed preferable to 
have two balance columns available for use. In such a case, a 
ledger sheet would appear similar to the following : 
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This form is particularly desirable of use in connection with 
the general ledger. 



Digitized by 



Google 



222 ELEMENTARY ACCOUNTING 

Lists are often used where a group of items is to receive the 
same treatment, as in the case of dividends. To illustrate, we 
will assume that a corporation has a great number of stock- 
holders and that it declares a dividend on its stock. The first 
step after the declaration of a dividend is the preparation of a 
dividend roll or list. This list is analogous to a subsidiary ledger 
with a line for each ledger account. The dividends payable ac- 
count in the general ledger serves as the controlling account. As 
dividend checks are issued, they are chained to the dividends 
payable account in the general ledger and also to the account with 
the stockholders on the dividend list. If any portion of the divi- 
dend should not be paid, a balance would appear in the dividends 
payable account ; the details thereof could be found by reference 
to the lines representing the accounts with stockholders who had 
not been charged with their dividend checks. This is a very 
simple form of subsidiary ledger, possible of use in any case 
where the accounts are similar and of a temporary nature. It 
is desirable of use not only in connection with dividends but in 
connection with calls for payment on subscriptions to capital 
stock, interest payable to bond holders, etc. 

In any case where the same style of transactions occur regu- 
larly and where there are not too many changes in the personnel 
of the accounts, it is sometimes considered advisable to provide 
additional columns in which the credits and the charges may be 
recorded for each re-occurrence of the transaction without it be- 
ing necessary to recopy the names of the persons affected. To 
illustrate this, we will take the case of a dividend roll where divi- 
dends are payable monthly. We will assume that there are no 
changes in the personnel of the stockholders ; therefore we need 
but one list of names, a column for the January dividend, another 
column for its payment and similar pairs of columns for the 
dividends and the payments for each succeeding month. 

Following is an illustration showing this form used for a 
couple of months : 
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This form may be adopted with variations by a great many 
concerns which have constantly re-occurring charges with the 
same people; for an example, a telephone company. To illus- 
trate this, let us take the case of a telephone company having hun- 
dreds of subscribers. Instead of having an account with each 
individual subscriber in an ordinary ledger, they usually need but 
one or two lines for each telephone. There is a constant re- 
occurring of charges to the same accounts for the rental of the 
telephone. There are also numerous charges for long distance 
calls or similar service. These are usually assembled on slips 
throughout the month and at the end of the month are entered 
in total in a specially prepared column following the column pro- 
vided for the use of the phone. Credits occur for discounts and 
also for cash payments, and special columns are provided for each 
of these. At the end of the month, it is usually found necessary 
to strike a balance showing all of the accounts which have not 
been paid prbmptly. An additional column must be provided for 
this information. The transaction of each succeeding month will 
correspond very accurately with the transactions of the first 
month therefore additional columns must be provided for as many 
months as can be conveniently arranged in the one book, the ob- 
ject being to avoid the necessity of rewriting the telephone num- 
bers or the name of the subscribers to the greatest possible extent. 
There is a point, however, where it becomes undesirable to pro- 
vide additional columns and it becomes necessary to make a new 
start by writing all of the names and phone numbers onto new 
sheets. 

Many accountants feel that the above type of ledger which 
is known as a membership ledger is not desirable of use. The 
author's experience has been that it is very satisfactory where 
there are no more than forty or fifty subscribers. Wherever a 
greater number exists, it is usually found desirable to use the 
standard ledger ruling. It is quite certain that the membership 
ledger should not be used in any case where there are a sufficient 
number of members or subscribers to warrant the use of posting 
machines, which ordinarily are best adapted for use with the 
standard ledger rulings. 

Bankers use a form similar to the membership ledger for 
keeping the accounts with depositors. This is known as the 
Boston Bank Ledger. The following pro-forma ruling illustrates 
this form : 
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Usually six sets of perpendicular coltunns are provided to 
each page with four or five horizontal lines for each depositor. 
The six sets of columns are intended to cover one week's trans- 
actions. The books are often prepared, however, so that the trans- 
actions of the entire month may be used without rewriting the 
names. This is accomplished by arranging some of the leaves 
narrower than the others so that the names which are written 
on the wide leaves appear extended beyond the others and permit 
them to be used four or five times before the narrow portions are 
filled up. The same method of using wide and narrow leaves 
may be adopted for any of the various types of membership 
ledgers. 

Special columnar books are desirable of use as mentioned 
earlier in this chapter in cases where original and final entries are 
to be combined, viz., made at the same time or for both purposes 
without rewriting. To illustrate this, we will take notes receivable 
and will assume that a given concern receives a great many 
notes during each month. A great loss of time would occur if 
these notes were recorded in some book of original entry and then 
posted to some book of final entry, as it would be necessary to 
record all of the details in both books. If the same record is 
arranged for both the original and final entry, this duplication of 
work will be avoided. Such a plan is accomplished by a ruling 
similar to the following: 
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As notes are received, they are recorded showing all of the 
details required. Posting to the credit of the party who gave 
the note may be accomplished by using this record as a book of 
original entry. At the end of the month a total of the notes 
entered in the records for the month will be totaled and posted 
to the debit of the bills receivable account which serves as a con- 
trolling account. This completes the double entry and permits 
the balancing of the books. As payments are made on the notes, 
they are recorded in the coltuims provided to the right of the 
columns which contain the amount of the notes. As rapidly as 
the notes are paid, the lines are filled up. The total of the unpaid 
notes must always equal the balance of the bills receivable con- 
trolling account. This form of register is desirable of use in 
connection with either notes receivable, notes pajrable, contracts 
receivable or in fact any series of transactions the separate items 
of which possess a sort of individuality which permits their pay- 
ment or cancellation separately. 

We have found a similar form used to record notes dis- 
counted. The condition surrounding a discounted note is some- 
what different from an ordinary note for the reason that, although 
the note may be considered as sold, a contingent liability exists 
to the extent that the payee may be compelled to make payment 
if the payer should fail. In order that the amount of contingent 
liability may be known, it is necessary that a record be kept of all 
of the notes discounted. This record should show the maturity 
dates so that the time upon which the contingent liability expires 
may be known. In some cases, a register of discounted notes is 
kept merely for reference and has no direct bearing on the books 
of account; in other cases, discounted notes are separately re- 
corded in the books so that the register of discounted notes be- 
comes a sort of subsidiary ledger controlled by the notes receiv- 
able discounted account. 

Under the first plan, where no notes receivable discounted 
account is operated, the entry that is made at the time a note is 
discounted is as follows: 



Cash $ 00.00 

Discount on notes receivable 00.00 

Notes receivable $ 00.00 

Note discounted this day. 
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This entry removes the discounted note from the books. In- 
formation as to the amount of the contingent liability can then 
be secured only by reference to such information as may Dc 
available. At least, there will be no specific book record from 
which the information can be secured. 

Where a notes receivable discounted account is operated, the 
entry affecting the receipt and discount of the note will be as 
follows : 



Notes receivable $ 60.00 

John Jones $ 00.00 

Note received this day. 

Cash $ 00.00 

Discount on notes receivable 00.00 

Notes receivable discounted $ 00.00 

Note of John Jones discounted this 
day. 



If John Jones ultimately pays the note, the notes receivable 
discounted account and the notes receivable account will require 
correction for the reason that the contingent liability ceases to 
exist. This requires the entry : 



Notes receivable discounted $ 00.00 

Notes receivable $ 00.00 

To record settlement of note by Mr. 
Jones. 



If Mr. Jones should fail to pay his note and the contingent 
liability should become actual and should be settled by a cash 
payment, the entry will be : 



Notes receivable discounted $ 00.00 

Cash $ 00.00 

Jones note settled by cash payment. 



In connection with the above, it must be remembered that 
every entry affecting a notes receivable discounted account must 
also be recorded on the notes receivable discounted list or ledger 
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as the case may be, otherwise a condition might arise where the 
controlling account (notes receivable discounted) may not agree 
with the subsidiary ledger or list as it should. 

In connection with notes receivable discounted, it quite often 
occurs that protest fees accrue which must be paid by the payee 
of the note. Our experience has proven that the protest fees 
should be charged to the notes receivable account and be recorded 
on the margin of the note so that the note will show the entire 
amount due. An entry similar to the following will be required 
in any case where a dishonored note is protested and fees are paid 
by the payee: 



Notes receivable discounted J$ 00.00 

Notes receivable (protest fees) ~ 00.00 

Cash $ 00.00 

Jones' note and protest fees paid this 
day. 



If it were considered advisable to separate the notes receiv- 
able from the accounts receivable in the first case, there is no 
good excuse for changing the record just because the note has 
matured due. The only advantage that can be gained by keeping 
notes separate from other accounts is that a note ordinarily is 
possible of collection by legal action for a longer period than an 
open account and also that a note possesses more of an individ- 
uality and is negotiable and to that extent may often be considered 
at least a temporary payment of an account. In Washington, an 
open account will outlaw in three years while a note will not out- 
law until six years have elapsed ; also when a note is paid it must 
be returned to the payer and in order that it may be located 
promptly it is usually considered advisable to keep a detailed 
record thereof in a notes receivable account. 
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QUESTIONS ON CHAPTER I. 

1. Give a short outline of the evolution of an account. 

2. Outline three types of accounts representing proprietorship. 

3. Prepare a list of ten accounts showing in each case a condition under 
which their use would be improper. 

4. Why is it inadvisable to use an account heading Bonds and Other 
Securities? 

5. Distinguish between a major and a minor account. 

6. Outline carefully the use of a controlling account and show why books 
are still in balance where a controlling account is substituted for a 
number of subsidiary accounts. 

7. Distinguish between an offset and an adjunct 

8. Wherein is the distinction between nominal and real accounts of 
importance ? 
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PROBLEMS ON CHAPTER L 



Following are a considerable number of account headings. Indicate 
on each one, first, whether it is a nominal or real account; second, a 
condition where in common use the account heading may be improper, 
if such a thing is possible. 



L Sales. 27, 

2. Purchases. 38. 

3. Interest receivable. 39. 

4. Inventory — ^merchandise. 40. 

5. Sales discounts. 41. 

6. Fuel. 42. 

7. Rent. 43. 

8. Heat, light and power. 44. 

9. Telephone and telegraph. 45. 
10. Bad debts. 46. 
U. Advertising. 47. 

12. Salesmen's salaries. 48. 

13. Traveling expense. 49. 

14. Cash over and short. SO. 

15. Freight in. 51. 

16. Sales returns and allowances. 52. 

17. Purchase returns and allow- 53. 

ances. 54. 

18. General expense. 55. 

19. Office salaries. 

20. Profit and loss. 56. 

21. Interest and discount. 57. 

22. Real estate. 5a 

23. Accounts receivable. 59. 

24. Interest payable. 60. 

25. Trade creditors. 61. 

26. Machinery and tools. 62. 

27. Buildings. 63. 
2a Cash. 64. 

29. Notes receivable. 65. 

30. Lot 6, block 75. 66. 

31. Furniture and fixtures. 67. 

32. Petty cash. 6a 

33. Taxes payable. 69. 

34. Bank. 70. 

35. Organization expense. 

36. Insurance. 



Accounts payable. 
Wages. 
Taxes. 

Stationery and printing. 
Raw materials and purchases. 
Office expenses. 
Entertainment. 
Factory expense. 
Freight out. 
Postage. 
Merchandise. 
Selling expense. 
License. 
Attorney's fees. 
Building repairs. 
Miscellaneous expense. 
Collection and exchange. 
Delivery expense. 
General and administrative ex- 
pense. 
Shipping supplies. 
Commissions. 
Subscriptions. 
Goodwill. 
Bills receivable. 
Trade debtors. 
Officers* salaries. 
Freight and express. 
Mortgage payable. 
Horses and wagons. 
Bills payable. 

Notes receivable discounted. 
Common stock. 
Delivery trucks. 
Charity donations. 
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1. Estimated loss on bad debts. 40. 

2. Membership in clubs and asso- 41. 

dations. 42. 

3. Expense of incorporating. 

4. Foreman's salary. 43. 

5. Cleaning factory windows. 44. 
6l Purchase of coal. 45. 

7. Mortgage on factory. 46. 

8. Telephone and telegraph 47. 

charges. 48. 

9. Taxes due on property. 49. 

10. Cash Received. 

11. Warehouse rent. 50. 

12. Patent fees. 51. 

13. Gasoline, for manager's auto. 52. 

14. Telephone deposit 53. 

15. Building alterations. 54. 

16. Loss of account receivable. 55. 

17. Purchase of raw materials. 

18w Packing materials. 56. 

19. Safe purchased. 

20l Pens and pencils. 57. 

21. Salesmen's commissions. 58. 

22. Fire insurance — building. 59. 

23. Packing cases. 60. 

24. Office desks. 61. 

25. Abstract fees. 62. 
25. Letterheads. 63. 

27. Janitor's wages. 64. 

28. Rent and water. 65. 

29. Show cases. 66. 

30. Interest on bills payable. 67. 

31. Real estate agents' commissions. 6& 

32. Postage. 69. 

33. Lumber for building additions. 70. 

34. Filing cabinets. 71. 

35. Salvation Army contribution. 72. 

36. Salary of stenographer. 73. 

37. Machine operator's wages. 74. 
38w Demolished desk. 75. 
39.. Received note in payment of 

account 



Received interest on note. 

Sale of finished goods on account 

Received 5% allowance on pur- 
chases. 

Paid rent on warehouse. 

Electric light bill. 

Want ad for labor. 

Salesmen's hotel expense. 

Loss on counterfeit note. 

Freight on raw material. 

Customer returned finished 
goods. 

Repairs to plumbing. 

Salary of chief clerk. 

Loss on sale of Liberty Bonds. 

Purchased lathe. 

Meter deposits. 

Goods received for repairs, to 
be returned. 

Allowance to customer for de- 
fective workmanship. 

Replacing boilers in plant 

Draft drawn on debtor. 

Income tax return. Paid. 

Deposited cash in bank. 

Insured merchandise on hand. 

Wages of truck driver. 

Property tax. 

Blank checks. 

Freight on safe. 

Postage. 

President's salary. 

Freight on coal. 

Timekeeper's wages. 

Typewriter repairs. 

Rent of sign board. 

Paid income tax installment. 

Purchase of patent. 

Employees' library. 

Rental part of warehouse, 
Receipt. 
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QUESTIONS ON CHAPTER II. 

1. What is the purpose of bookkeeping? 

2. Define double entry bookkeeping. 

3. Give a simple explanation of the terms debit and credit so that they 
will be intelligible to a person not familiar with the handling of 
accounts. 

4. Give an e?cample of a compound journal entry. 

5. Illustrate a method of journalizing which will permit a group of simi- 
lar transactions to be recorded on a page. 

6. Illustrate a method of journalizing which permits certain types of 
entries to be recorded in a given column and their total posted instead 
of the individual items. 

7. Explain how this columnar plan may be expanded to a point where it 
is no longer satisfactory of operation. 

8. How may the unwieldiness of a columnar journal be avoided? 

9. Illustrate an entry that requires a three-way posting instead of the 
customary two-way. 

10. John Jones -$ 500.00 

Sales $ 500.00 

J. Jones purchases goods. 
Is this journal entry correct where controlling accotmts receivable 
account is used? 

11. What debits and credits should be made in double entry books to 
record the purchase of a bill of goods on credit and the later settle- 
ment of the account in cash? 

12. Describe the nature and purpose of each of the following at the dose 
of the fiscal period: (1) Adjustment entries; (2) Dosing entries. 

13. How would you deal with items accrued and due, such as rent, com- 
missions and salaries, when closing the accounts of a business at the 
end of a fiscal period? 

14. How would you handle returned goods in the accounts? 

15. What is a controlling account? Give an example of such an account 
and explain the manner of entry where goods have been returned by a 
customer whose account is contained in a subsidiary record? 

16. Will a ledger be in equilibrium if certain classes of transactions are 
entered therein in totals, and other classes are entered therein in 
detail? 
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17. A merchant draws a draft of $1,000.00 at four months on a customer 
who owes him on open account The draft is accepted on February 2, 
1909. On March 13, 1909, the merchant discounts the draft at a bank 
at 6% per annum. What entries should be made on the merchant's 
books to record the transactions properly? 

18. A bill of goods is sold on credit. Later, the customer sends in his 
note in payment, which is accepted. Subsequently, the customer pays 
the note. Suppose that, when the customer sends in the note he is 
allowed a 2% sales discount What entries would you make in a 
double entry ledger? 

19. Explain how you would journalize a sale where gross profit is to be 
recorded separately and the account representing the article sold is to 
show the remaining assets at cost 

20. (a) What is the meaning of the term perpetual inventory? 

(b) What, if any, are the advantages of carrying a perpetual in- 
ventory? 

(c) What, if any, are its imperfections? 

21. A book inventory produced by charging goods received and crediting 
foods issued, is found to be $11,000.00 short of an actual physical 
mventory. How would you treat such a difference in determining the 
profit or loss of the concern? 

22. "A" owes "B" $1,000.00 and "B" draws on him for the amount at 60 
days. The draft is accepted by "A", whereupon "B" takes it to the bank 
for discount The bank discounts the paper 57 days before maturity, 
at 6% per annum. Show the entries you would make in the books 
of "B". 

23. How would you journalize the sale of a machine which had its cost 
recorded in one account and its reserve for depreciation in another, 
where it is desired to leave both the major and the minor account so 
that they will properly contain the cost of the assets remaining and 
the provision for depreciation thereon after this machine and its 
depreciation have been removed? 

24. Where and in what manner of entry should record be made of sales 
of plant and items of machinery disposed of because worn out or 
otherwise useless? 

25. How would you journalize to open a set of double entry books? 
Would your procedure be any different if a partially complete set of 
books had been used in the past and it were desired to continue with 
the old books but to add the new accounts to bring it into double 
entry form? 

26. Explain the manner of journalizing to close a set of books. 
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PROBLEMS ON CHAPTER IL 

1. Place the following transactions in the account of "A" and "Z^ Com- 
panv on your books, carrying the balances forward on each transaction : 
Jan. 1 "A" and "Z" Co. purchased goods for $3,000.00 on open ac- 
count 

Jan. 5. They paid $1,500.00 in cash. 

Jan. 10. They purchased $1,800.00 worth of goods and paid $1,200.00 

cash on the account 
Jan. 12. Gave us Liberty Bonds to cover the balance of purchase of 

January 10th. 

2. From the fc^lowing determine the net worth of Geo. Hartzell : 

Assets 

Cash ^ 500.00 

Accounts receivable 2,800.00 

Land 1,300.00 

Notes receivable 800.00 

Liberty Bonds 1,500.00 

Liabilities 

Notes payable Jf 1,200.00 

Accounts payable 2,000.00 

3. T. F. Fynes and W. J. Althen are partners in business, sharing equally 
in gains and losses. Their books have been kept by single entry, but they 
desire to change them to the double entry method. The following is an 
abstract of their affairs at this date : 

Assets and liabilities per ledger— T. F. Fynes, investment $12,500.00, 
withdrawals $2,500.00; W. J. Altherr, investment $12,500.00, withdraw- 
als $2,000.00; sundry accounts receivable $8;,500.00; sundry accounts 
payable $6,000.00; other assets and liabilities not in ledger — merchan- 
dise per inventory $18^000.00, cash in bank $5,500.00, bills receivable 
$2,300.00, bills payable $5,000.00, bank stock $2,000.00, real estate 
$5,000.00. 

Note — Balance is profit or loss divisible equally. 
Formulate a journal entry that will convert the single entry ledger 
into a double entry ledger. 

4. Required: Journal entries for the following transactions occurring in 
the accounts of a furniture manufacturer : 

1. Sold 400 chairs at $30.00 a dozen to A. J. Jackson, 2% 10 days. 

2. Purchased 4 M. lumber at $36.00. 
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3. Received interest at 6% on M. A. Adams note of $500.00 for 
90 days. 

4. A. J. Jackson paid $1,000.00 on account, receiving 2% cash 
discount 

5. Purchased 25 tons of coal at $14.00 Fairmount Fuel Co. on 
account. 

6. Paid shop employees $2,650.75 for week's wages. 

7. Paid $18.75 electric bill for month. 

a Paid Western Union Telegraph $2.95. 

9. Depreciation 2^% on building for 1 year to be recorded. 

10. Estimated loss on bad accounts yS% of sales of $12,000.00 to 
be recorded. 

11. E. Smith, salesman, salary for month, $240.00, paid. 

12. E. Smith, salesman, mileage, $78.75, paid. 

13. Cash short 24 cents. 

14. Freight in on lumber purchased, $86.00^Daid in cash. 

15. I. R. Miller returned 2 tables valued at $&.50 each, on account. 

16. Returned 60 gallons varnish to Spaulding Paint Co., value 
H50gaL 

17. Bookkeeper's salary for week, $42.00, paid. 

18. Purchased lot 4 of block 86 for $35,000.00 cash. 

19. Paid interest at rate of 7% on $20,000.00 mortgage for half 
year. 

20. Purchased a sander for $1,800.00, for cash. 

21. $25.00 electric deposits made with electric company. 

22. Paid for the erection of building, $80,000.00. 

23. A. Rallea paid his account of $3,235.82. 

24. A. J. Jackson gave his note for his account of $1,000.00 
less 2%. 

25. Abstracts for lot 5, block 75, cost $120.00, paid. 

26. Purchased safe, $^5.00, cash. 

27. Set up petty cash, $50.00, for future use. 

28. J. Ritchie's account of $260.00 charged off as uncollectible. 

29. Received notice of taxes on property due $370.00 and made 
payment. 

30. Deposited in bank $1,600.00. 

31. Paid $65.00 for expense of incorporating. 

32. Insured building $B6.00 for year on open account. 

33. Paid bank $500.00 net for note of J. Jones, less discount at 8%, 
90 days. 

34. Repaired window in shop, $18.00, paid in cash. 

35. Paid for concrete base for lathe $50.00. 

36. $10.00 postage paid. 

37. Prepaid express on goods sold to customer $12.67, paid. 

38. Excess baggage for salesman's trunks, $31.50, paid. 

39. 10 cents is charged by bank for out-of-town check. 

40. Timekeeper's salary, $90.00, for month, paid. 

41. Flag, $28.00, purchased on account. 

42. Sold 144 chairs at $32.00 a dozen to J. R. Roberts, 2%, 10 
days. 

43. Received note from Roberts to cover purchase with 6% inter- 
est for 30 days. 
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5. The Macey Supply Con^Kiny distribute electrical washers, vacuum clean- 
ers, irons, and heaters. The following tabulation will give all informa- 
tion regarding prices and quantity on April 1st : 

On Hand Cost Sales Price 

Washers 112 $83.60 $112.50 

Vacuum Qeaners 365 17.^ 37.50 

Irons 590 3.08 5.00 

Heaters 206 4.50 aOO 

Journalize the following transactions : 

April 1st : Sold City Electrical Co. 30 washers, 50 irons, and 10 
vacuum cleaners, receiving a 30-day, 6% note for $2,000.00, cash 
$500.00 and the balance on account 

April 10th : Sold the Eagle Hardware Co. 5 washers, 24 irons, and 
30 heaters, receiving $400.00 cash, the balance on account. 
April 15th : Discounted City Electrical Co. note of April 1st at the 
bank at S%. Sold the General Stores Co. 100 vacuum cleaners, 
20O irons and 50 heaters on account. 

April 20th: Paid rent $120.00, insurance $40.00, wages $25aOa 
Drew on the General Stores Co. for the amount of their invoice 
of April 15th. 

Purchased from the United States Electrical Co. 120 washers, 70 
vacuum cleaners, 100 irons, and 100 heaters, which were delivered 
April 22nd on account 

April 25th: Gave United States Electrical Co. note for their in- 
voice of April 20th, less credit for 3 washers returned because of 
defects. Paid commission to salesmen ^5.90. Paid expenses of 
$35.75. 

Journalize, compute daily gross profit for each class of items sold, and 
prepare a record showing the stock and stock movements of each article. 

6. Journalize, post and prepare trial balance covering the following trans- 
actions on the books of Henry Taylor and L. Spencer, who operate a 
saw mill and logging camps : 

1. Invested cash as follows : $350,000.00 by Taylor and $420,00a00 
by Spencer. 

2. Purchased timber lands for $265,000.00. 

3. Purchased plant site for saw mill for $16,000.00. 

4. Purchased building materials for saw mill and offices for 
$33,500.00. 

5. Cost of labor in erecting buildings, $62,000.00. 

6. Purchased machinery for $95756.00. 

7. Paid freight on machinery purchased $1,025.72. 

8. Purchased logging equipment for $12,370.00. 

9. Mortgaged timber land for $100,000 at 6% for twenty years. 

10. Paid insurance on mill and offices for one year. $1,147.85. 

11. Purchase forty horses to be used in logging operations for 
$5,250.00. 

12. Bought hay and feed from the Pacific Hay and Grain Co. on 
account, $1,640.00. 

13. Employed 400 men for the camps through the Loggers' Em- 
ployment Agency at $1.00 apiece, which was paid. 
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14. Paid casualty insurance on men employed, $206.48. 

15. Paid freight on building materials, $2,670.50. 

16. Paid pay roll $12,000.00, distributed to logging $4,000.00 and 
mill $8,(XX).00. 

17. Mortgage interest for one-half year accrued but not paid. 

18. Purchased supplies on account for commissary, $10,470.00, 
from Western Grocery Co. on account. 

19. Sold lumber to R. and R. Lumber Co. on account, $4,800.00. 

20. Purchased mill supplies from the Mill Supply Co. on account, 
$417.00. 

21. Paid the accrued interest on the mortgage for the half year. 

22. Shipped the C. M. Schwab Co. ten car-loads of lumber on 
order bill of lading with draft attached for $5,275.00. 

23. Paid freight on mill supplies, $16.82. 

24. Paid Taylor's life insurance premium, $125.74. 

25. Paid payroll: mill labor, $4,829.50; camp labor, $8,934.65; less 
commissary sales, $1,390.75. 

26. Received remittance through the bank from the C. M. Schwab 
Co. for the C. O. D. shipment of lumber. 

27. Paid advertising contract for one year with the Northern 
Lumbermen's Journal amounting to $1,200.00. 

28. Commissary cash sales $3,880.00. 

29. Office salaries paid, $720.00. 

30. C. M. Schwab advised having failed to deduct the freight on 
the shipment of lumber to him amounting to $580.40. This 
we credit to his account. 

31. Three months advertising used. 

32. Remitted C. M. Schwab for freight paid by them. 

33. Purchased ten barrels of lubricating oil from the Standard Oil 
Co. for $624.00. This includes a charge of $10.00 apiece for 
the drums, which are returnable. 

34. Paid freight on the oil, $12.00. 

35. One horse which was valued at $112.00, died. 

36. Paid the Lawrence Transportation Co. $1,420.00 for towing 
logs. 

37. Returned the oil drums to the Standard Oil Co. 

3a The R. and R. Lumber Co. paid their account of $4,800.00 by 
a note for $2,500.00 and the balance in cash. We allowed 
them 3% discount 

39. The C. M. Schwab Company asks for a 3% discount on their 
invoice of $5,275.00. They also report a shortage of lumber 
amounting to $500.00 found in unloading the car. Both claims 
were allowed and a claim is filed with the L & L Railroad for 
the shortage. 

40. Purchased additional machinery for the mill costing $800,001 
The freight sharges were $28.00 and cost of installation $26.00. 
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QUESTIONS ON CHAPTER III. 

1. What is the purpose of a trial balance? Of what value is a trial 
balance? 

2. Name two well>known methods of drawing off trial balances and 
name the one you consider the easier. 

3. Which of the methods referred to in question No. 2 is the most useful 
in preparing financial statements, and why? 

4. Give an example of special information which may be obtained from 
a trial balance. 

5. Name some of the advantages and disadvantages of the six-column 
trial balance, and show the extent to which tabular proof may be used 
in drawing off one. 

6. What are some of the effects of closing books monthly. 

7. To what extent is the six-column statement of value in connection 
with branch office reports? 

8. Name several kinds of common bookkeeping errors and state the 
easiest method of prevention and spotting in each case. 

9. What is the test which indicates whether or not a transposition has 
taken place? 

10. What is the best method of general prevention of posting errors? 

11. Describe the use of check figures, illustrating them. 
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PROBLEMS FOR CHAPTER IIL 

(a) From the following account balances prepare a trial balance : 
Cash $1,800.00, accounts receivable $5,305.00, notes receivable 

$3,788.00, plant and equipment $7,430.00, building $3,067.00, furniture and 
fixtures $4,058.00, notes payable $1,000.00, expense $605.00, accounts pay- 
able $4,320.00, insurance $100.00, sales $15,555.55, salaries $874.00, re- 
serve for depreciation of plant and machinery $700.00, office expense 
$345.67, delivery expense $567.88, purchases $3,555.55, delivery equip- 
ment $1,500.00, freight in $800.00, inventory $1,068.00, reserve for de- 
preciation of delivery equipment $310.00, Johnson's capital $12,998.55. 

(b) If the final inventory is $2,700.00, what is the profit? 

(a) From the following account balances prepare a trial balance: 
Cash $530.00, accounts receivable $5,210.00, inventory $11,353.00, 

office expense $977.30, purchases $5,044.00, plant and equipment 
$6,609.94, expense $880.00, traveling expense $662.33, accounts payable 
$4421.00, notes payable $6,032.10, returned sales $600.00, sales $10,000.00, 
capital $10,000.00, surplus $13,058.87, returned purchased $360.00, reserve 
for depreciation of plant and equipment $388.00, furniture and fixtures 
$940.00, reserve for depreciation of furniture and fixtures $100.00, deliv- 
ery equipment $892.20, reserve for depreciation of delivery equipment 
$100.00, commissions paid salesmen $779.00, thrift stamps $884.40, Lib- 
erty bonds $509.00, land $4,000.00, buildings $4,420.00, insurance $68.80. 

(b) If the final inventory is $3,000.00, what is the loss? 

(a) From the following account balances prepare a trial balance : 
Cash $550.50, accounts payable $2,000.00, plant and equipment 

$5,500.00, accounts receivable $7,650.00, notes receivable $1,500.00, land 
$10,000.00, building $7,000.00, reserve for depreciation of building 
$210.00, sales $15,000.00, purchases $7,000.00, freight-in $750.00, inven- 
tory $7,500.00, returned sales $510.00, returned purchases $150.00, Liberty 
bonds $1,550.00, furniture and fixtures $1,000.00, salaries $1,500.00, ex- 
pense $500.00, sales salaries $1,200.00, sales commissions paid $500.00, 
expense $500.00, reserve for depreciation of furniture and fixtures 
$100.00, traveling expense $700.00, reserve for depreciation of plant and 
equipment $550.00, surplus $27,400.50, capital account $10,000.00. 

(b) If the final inventory is $8,765.20, what is the profit? 

(a) From the following account balances prepare a trial balance: 
Cash ^,642.00, accounts receivable $4,332.10, returned purchases 

$660.10, notes receivable $2,402.64, inventory $6,032.00, office expenses 
$1,099.90, accounts payable $2,000.44, notes payable $8,000.40, sales $11,- 
$851.60, purchases $8,820.00, sales returns $400.00, expense $521.00, stamps 
$54.44, salaries $3,700.00; furniture and fixtures $4,400.00, delivery 
equipment $4,080.44, land $300.00, buildings $3,011.00, Liberty bonds 
$3,445.54, plant and equipment $2,300.19, goodwill $12,330.03, reserve for 
depreciation of plant and equipment $266.52, reserve for depreciation of 
delivery equipment $106.03, profit on sale of equipment $3,494.54, surplus 
$20,491.65, capital account $20,000.00. 

(b) If the inventory is $5,020.00 what is the profit or loss? 
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5. Prepare a trial balance from the following ledger account totals, illus- 
trating the use of the check Bgure eleven : 

F. A. Crites, $950.00. $1,350.00; salaries, $1,227.50, $102.50; R. A. 
Scribbens, $12,125.18, $10,496.83; L. T. Hildum, $8,475.18, $8351^8; 
sales, $3,135.18. $36,693.37; B. Williams, capital $718.18, $12,687.91 ; notes 
receivable. $28,246.13, $6,246.08; H. F. Coffe, $1,389.95, $1,343.44; C F. 
Maika, $9,618.22, $8,694.72; general expense, $2,426.37, $144.05; inven- 
tory, $2391.08; cash, $48,985.72, $48,589.77; notes payable, $750.0% 
$4,015.00; purchases, $19745.96, $1,469.62. 

6. The following trial balance contains errors of commission. Locate 
errors and correct: Debits, salaries $1,152.00; R. A. Cribbens, $1,628^35; 
notes receivable. $22,000.50; H. F. Coffee, $46.51; C. F. Maika, $923.50; 
general expense, $2,282.32; inventory, $2,891.08; cash, $395.95; pur- 
chases, $18,276.36; credits, F. A. Crites, $400.00; L. T. Hildum, $376.20; 
sales, $33,558.19; B. Williams, capital $11,969.73; notes payable, $3,265.00. 

7. The statement from West and Powell indicates that an error has been 
made. Upon checking your purchase journal you find an item fol 
$265.15 has been posted to the credit of the Western Produce Co. which 
should have been credited to West and Powell. What steps would you 
take to correct the books ? 

8. Prove the following by the aid of the check figure eleven and the mul- 
tiple proof of multiplication methods: 

(a) 429X8=3,432. 
954X47=43,538. 
732X86=61,952. 
895X768=687.260. 
451X129=58,308. 
650X98=64.700. 
374X162=50,588. 
92X84=7,728. 
4,056X828=325.258. 
8,593X3,568=39,659,284. 

(b) Use the check figure eleven to prove the following additions : 

60000 40000 

71468 47645 

17465 35067 

88933 22166 

11443 15972 

85859 10000 
39249 • 35067 

70000 22943 

40953 26546 

54653 73650 

53564 46384 



583267 275320 
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1. What is the balance sheet intended to exhibit? 

Z What is the profit and loss statement intended to exhibit? 

3. How does the element of time enter into a definition of a balance 
sheet and profit and loss statement? 

4. Name and define five different classes of accounts which may appear 
in a trial balance. 

5. Prepare a work sheet from the foOowing trial balance : 



M. Beals, capital account 

Accounts payable 

Accounts receivable 

Expense 



.$ 



Furniture and fixtures 

Rent received 

Wages 

Taxes 

Supplies 

Insurance 

Building 



Notes receivable 

Mortgage 

Cash 

Land ..^..^.. ..... 



4,120.00 
1,460.00 
2,970.00 

1,774.00 
2,820.00 
2,126.00 
1,480.00 
20,500.00 
150.00 

6,750.00 
10,000.00 



$ 21,100.00 
3,800.00 



24,250.00 



5,000.00 



$ 54,150.00 $ 54,150.00 



6. Mention some of the desirable features of a working sheet. 

7. Assume the following conditions for question No. 5 and prepare an- 
other work sheet: Inventory of office supplies is $280.00, insurance 
paid in advance $160.50, accrued interest receivable on notes is $6.00. 

8. State three essential principles to be observed in preparing statements 
in columnar form. 

9. Describe a trading statement. How is it related to a profit and loss 
statement? 

10. What is meant by gross profit? 

11. Prepare a statement in columnar form illustrating the trading account 
as described in this chapter, using your own figures. 

12. How should the use of columns to show a trading account affect the 
procedure as to inventories? 

13. Is a columnar statement the correct way to exhibit the condition and 
progress of a business to its proprietors? 

14. Disregarding advisability, is it necessary to show purchases and sales 
separately, or if the gross profit is known to be accurate will an ex- 
hibit of that sum alone be sufficient? Why? 

15. What is the principal use of adjustment columns in a working sheet? 

16. When should entries for wages accrued, insurance paid in advance, 
etc., be placed on the books? 
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17. Show journal entries to close the books of the company referred to in 
questions of five and seven. 

18. In journalizing as in question seventeen, what is the principle as to 
grouping of items? 

19. Distinguish between the account form and the statement form of 
statement and give some advantages of each. 

20. Define the following : 

Current asset 
Fixed Asset 
Current Liability 
Fixed Liability. 

21. Prepare a balance sheet from information in questions five, seven and 
seventeen. 

22. Where should deferred items appear in a balance sheet? 

23. How should adjuncts and offsets appear in a balance sheet? 

24. Define working capital. 

25. Illustrate the preparation of comparative figures. 
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PROBLEMS ON CHAPTER IV. 

1. (a) Prepare a six-column trial balance from the following: 

The trial balance on January 1, 1920, was— Cash $1,250.00, ac- 
counts receivable $10,575.50, sales $15,500.50, purchases $8,500.00, 
inventory $10^000.00, freight in $1,250.00, salaries $2,500.00, furni- 
ture and fixtures $700.00, insurance $150.00, plant and equipment 
$10,000.00, accounts payable $5,000.00, notes payable $1,500.00, rent 
$1,200.00, expense $1,000.00, surplus $30,125.00, capital stock 
$10,000.X, buildings $5,000.00, goodwill $5,000.00, notes receivable 
$5,000.00. 

Under the headings debits and credits are the total additions 
to the accounts affected during the year. 

Debits— Csish $2,570.00, accounts receivable $7,845.00, pur- 
chases $6,000.00, freight in $975.00, furniture and fixtures $100.00, 
plant and equipment $9,500.00, rent $100.00, expense $750.00. 

Credits— Caish $1,775.00, accounts receivable ^,798.00, sales 
$14,767.00, accounts payable $1,500.00. 
(b) In addition, prepare a work sheet, profit and loss statement, bal- 
ance sheet, and the journal entries necessary to close the books. 
The adjustments at the end of the year were : 

Inventory on hand .$ 10,500.00 

Depreciation of building reserve 3% 

Expired insurance 25.00 

Depreciation of plant and equipment reserve 10% 

Depreciation of furniture and fixtures reserve 10% 

Accrued salaries 175.00 

Note: Reduce the asset account in each case by the amount allowed 
for depreciation. 

2. (a) Prepare a six-column trial balance from the following: 

The trial balance on January 1, 1920, was — Cash $1,500.00, ac- 
counts payable $9,500.00, accounts receivable $7,070.00, sales $12,- 
000.00, expense $860.00, returned purchases $75.00, salaries $799M, 
notes payable $2,600.00, furniture and fixtures $688.00, reserve for 
depreciation of plant and equipment $988.00, purchases ^,720.00, 
surplus $15,300.00, notes receivable $2,580.07, capital account $14,- 
762.00, inventory $9,800.00, insurance $58.00, office expense $755.33, 
delivery expense $887.60, returned sales $^0.00, "X" drawing ac- 
count $993.00, thrift stamps $340.00, building $8,005.00, land $7,- 
500.00, plant and equipment $4,809.00, Liberty bonds $590.00. 

Under the headings debits and credits are the total additions 
to the accounts affected during the year. 

Debits— Caish $2,634.00, expense $550.00, plant and equipment 
$3,500.00, office expense $877.00, notes receivable $900.00, purchases 
$5,000.00, accounts receivable $2,700.00, "X" drawing account 
$800.00, building $7,200.00, delivery equipment $440.00, general ex- 
pense $804.90, returned sales $600.00. 

Credits — Sales $15,522.20, notes receivable $80.00, accounts re- 
ceivable $7,520.00, cash $1,374.00, accounts payable $850.00. notes 
payable $659.70. 
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(b) In addition prepare a work sheet, a trading and profit and loss 
statement, a balance sheet, and journal entries necessary to close 
the books. The adjustments at the end of the year were : 

Inventory on hand $ 10,000.00 

Accrued expense 150.00 

Expired insurance 25.00 

Depreciation of plant and equipment 10% 

Depreciation of buildings 3% 

Depreciation of delivery equipment 10% 

Note: Reduce the asset account in each case by the amount allowed 
for depreciation. 
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QUESTIONS ON CHAPTER V. 

1. Define proprietorship, and name three types thereof. 

2. Cite four conditions which affect the computation of profit by single 
entry. 

3. What attention should be given to the question of value of balance 
sheet items in single entry? 

4. At what price should goods taken by a proprietor be charged up to 
him? 

5. Illustrate the account required for items consumed through use, in 
single entry. 

6. Show journal entries giving effect to the commencement in business 
in the following cases : 

(a) Owner invests $1,000.00 cash. 

(b) Owner invests $3,000.00 cash and owes $250.00 on account. 

7. Make entries for the following : 

(a) Proprietor draws $600.00. 

(b) To close profit and loss account of sole trader. 

(c) To close the drawing account. 

8. Partners "A" and "B" have agreed upon an investment of $60,000.00 
and $30,000.00 respectively. "A" put in $50,000.00 cash, and "B" $32,- 
000.00. Show necessary entries. 

9. What is the nature of interest on capital allowed a partner. 

10. What happens when there is insufficient profit to pay interest on part- 

ner's capital? 

11. If a partnership agreement fails to state how profits are to be divided, 
how must they be divided? 

12. Three partners, "A", "B" and "C, invest $3,000.00, $2,000.00 and 
$1,000.00 respectively, and "C" loans $2,000.00 to the business. Profits 
are shared one-fourth to "A", one-fourth to "B" and one-half to "C. 
In liquidation their assets realized net, $3,500.00. How much will each 
partner receive? 

13. What accounting is necessary where a partner withdraws from, or a 
new partner is taken into a partnership? 

Illustrate with sample entries, under the following conditions : 

(a) "B" and "C" are partners with a capital of $6,000.00 and $4,000.00 
respectively, and "A" buys "B's" interest for $7,000.00. 

(b) Same condition as in (a) but "A" buys into the firm, "B" and 
"C" both remaining, and "A" paying $12,000.00 for a half interest. 

(c) Same as in (a) but "B" buys out "C" for $5,000.00 and "A" does 
not become interested in any way. 

14. Compare exchanges of equities in partnerships with corporation 
equity exchanges. 

15. Are cumulative preferred dividends in arrears a liability of a corpo- 
ration? 

16. What purpose does the account unissued stock serve? 

17. Do you think it proper to set up an account unissued bonds payable? 
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18. Distinguish between the disposition of profits in partnerships and 
corporations. 

19. What should be done with the excess credit where a corporation sells 
its stock at a premium? What is often the reason for such a sale? 

20. What is the effect of a purchase of an original issue of stock of a 
corporation at a discount? 

21. What are the two types of donations to corporate capital ? 

22. Formulate entries to show how a donation of its own stock to a 
corporation is dealt with on its books, including entries for all trans- 
actions up to the final disposition of the stodc and the accounts relat- 
ing to it 

23. Explain the terms deficit and impairment, from an accounting stand- 
point 

24. Distinguish between the entry necessary to record a sale of no-par 
value stock, and par value stock. In this question, deal with the con- 
dition where the issuing company is a close corporation. 

25. What are some of the objections to an unissued stock account? 

26. How should entries be made to record stock sold, payment for which 
is to be made in cash (a) at fixed periods, (b) on call. Also how 
are collections to be recorded ? 

27. What is the procedure in Washington for enforcing collection of an 
unpaid subscription, and what entries should be made upon a for- 
feiture? 

28. What is the procedure in many other states, particularly as to profit 
on a forfeiture? 

29. What effect does a transfer of stock from one shareholder to another 
have upon the financial records ? How are such transactions recorded ? 

30. State generally how dissolution entries should be made for a corpo- 
ration. 
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PROBLEMS ON CHAPTER V. 

L The Pacific Trading Company, a co-partnership, desires to take in 
another partner. 

Following is the balance sheet of the company as at March 30; 

1920: 

Balance Sheet or the PAanc Trading Company 

Caili ^1 6,000.00 Accounts payable $ 6,000.00 

Accounts receiTsble 16,000.00 Smith, capiul 10,000.00 

Notes receivsble 6,000.00 Olsen, capiul 10,000.00 

$ 15,000.00 $ 16,000.00 

Mr. Fletcher, the investor, pays $15,000.00 cash for a one-third 
interest in the new partnership, the investment to remain in the organ- 
ization. 

Formulate the necessary journal entries for the formation of the 
new partnership, making any adjustments that are necessary, and show 
the new partner^s capital account 

2. The New W^ Corporation desires to issue additional capital stock to 
the public. The amount of the issue is to be $50,000.00. Also they 
desire to float $10,000.00 of first mortgage gold bonds to accumulate 
additional capital at S% for improvement purposes. 

They sell $25,000.00 worth of the stock of the company for cash at a 
price of $96.00 per share of stock. They also sell one-half of the bonds 
at 105%. The balance of the stock was sold for cash at a value of 
103^%. 

Formulate journal entries to cover the above. 

3. Mr. Robert J. Smith and Warren Olsen desire to form a co-partner- 
ship.^ They decide to purchase the business of Alfred E. Johnstone as 
a going concern. The purchase price is for cash. Following is a bal- 
ance sheet of Johnstone's as at January 28, 1921 : 

Balance Sheet of Alfeed E. Johnstone 

Casli I 6,000.00 Accounts psytUe $ 4,000.00 

Accounts receiTsble. — 7,000.00 Note psysole -«^ . 1,000.00 

Inreatory merchsndise. 6,060.00 Johnstone's capital 14,060.00 

Notes raceiraUe S,000.00 

I 10,060.00 $ 10,060.00 

Prepare opening journal entries for the formation of the new 
partnership. All of the assets and liabilities are taken over with the 
exception of the asset, cash. Show the proprietorship accounts for the 
two partners. 
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The Producers Company, Incorporated, was organized with an author- 
ized capital of $25,000.00 common stock and $35,000.00 6% preferred 
stock, to take over the business of Kay and Jay, whose balance sheet 
is shown below : 



Cash on hand.. 



ASSETS 



Cash in bank. 

Customers' ledger .- 

Employees' loans 

Notes receivable 

Merchandise 

Office equipment 
Warehouse 



J$ 49.70 

« 1,252.45 

.. 3,076.92 

.. 500.00 

.. 2,000.00 

- 756.20 
.. 120.00 

- 7,650.00 

$15,40527 



LIABILITIES AND PROPRIETORSHIP 



Notes payable . 

Accounts payable 

Kay, capital 

Jay, capital 



......$ 1,200.00 

2780.59 

6,64290 

4781.78 



$15,405.27 

They purchased the partnership for $6,000.00 common and $12,- 
000.00 preferred stock. Journalize the transactions on the books of the 
corporation and the partnership, bringing the capital stock on the books 
as it is issued. 

The balance of the stock was subscribed to be paid for in install- 
ments, the common stock being sold subject to call and the preferred 
to be paid for in four equal installments at stated dates. 

The sales of the common stock were, on the basis of $100.00 par 
value, $4,000.00 at 98. $5,000.00 at 94, $7,000.00 at 103, and $3,000.00 at 
105. The preferred stock was sold $10,000.00 at 101, $6,000.00 at 10% 
$4,000.00 at 104, and $3,000.00 at 103. 

The preferred stock installments were paid when due. The com- 
mon stock calls were, 40% on February 1st, 20% on March 1, 25% oo 
July 1st, and 15% on September Ist. Three thousand dollars par value, 
sold at 103, defaulted through non-payment of the July 1st call and with 
the consent of the original purchaser was sold November 1st at 99. 
The amount received in excess of the amount due on the stock was 
returned to the original purchaser. 

Journalize the stock transactions, opening controlling accounts for 
the subscribers ledger, making a cash book and special journal for 
stock sales. 

Profits for the year were $9,076.51. A dividend of 8% was de- 
clared January 10th to the common stockholders and 6% to the pre- 
ferred stockholders which was paid March 1st. Journalize. What is 
the surplus account balance? 
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Give journal entries for the sale of the above stock if the stock issued 
had been norpar value stock. 

The following balance sheet is taken from the books of Dawn, Knight 
and Mourn at December 31st, 1922: 



ASSETS 



Cash 

Notes receivable 

Accounts receivable 

Finished goods 

Raw materials 



4 



Prepaid Expense 

Interest receivable 

Plant and equipment 
Plant site 



1,000.00 
4,000.00 
5,765.75 
3,276.80 
1,450.00 
127.60 
5.20 
8,629.75 
4,500.00 



$28,755.10 



LIABILITIES AND PROPRIETORSHIP 



Accounts payable 

Mortgage 

Loan by Dawn ~.... 

Dawn, capital 

Drawings 



..$6,722.40 
.. 1,500.00 



Knight, capital 
Drawings .. 



.$3,29a50 



Mourn, capital 
Drawings .. 

Profits 



2,500.00 

..$4,396.00 
.. 2,000.00 



1,075.00 
5,000.00 
5.000.00 



5,22^40 



790.50 



2,396.00 
9,271.20 



$28,755.10 

Distribute profits as outlined, showing journal entries : 

(a) The profits are distributed equally but the following conditions 
exist: 

The partners' loan accounts draw interest at 8%. 

The partnership agreement provides that the capital account 
shall be maintained at $5,000.00 and any differences draw or are 
charged 6% interest The capital accounts at the beginning of the 
period determine the basis for calculation. 

(b) Profits are distributed equally and the partners' loan accounts draw 
interest at 8%. Partners' capital at the first of the year draw in- 
terest at 6%, no interest on drawings. 

(c) Profits are distributed on the basis of invested capital at the first 
of the year, and partners' loan accounts draw interest at 6%. Capi- 
tal and drawings draw interest at 6%. The drawings are drawn 
evenly during the year and each installment is drawn at the end 
of the month. 
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7. The partnership of Dawn, Knight and MiOum dissolves January 1st, 
after the profits are distributed equally and the capital accounts have 
been adjusted on the basis of investments to be maintained at $5,000.00 
as outlined under (a). Mourn agrees to purchase the business, paying 
Dawn and Knight $20^000.00 for their equity, including the loan by 
Dawn. Journalize all transactions affecting the change in ownership. 

8l If the partnership of Dawn, Knight and Mourn, operated as under (a) 
in problem 6, had dissolved and the business were sold to Kelly and 
McGuire for $21,000.00, what would each partner receive. Journalize 
the entries on the books of the old and new organizations. The invest- 
ments of the new partners were equal 

9. The books of the S. A. Hall Co. at the beginning of the year showed 
the following single entry accounts : Accounts receivable — JV. H. Hale, 
tifiiS.33: M. C. Ward, $719^3; Robt. P. Vincent, $75533; Louis /. 
Russell, $36.24; A, S. C. Harris, $179.40. Accounts payable: C. B. Keat, 
$253.05; N. B. Gault, $3J0^5: B. U. Logan, $289.87. His stock inven- 
toried $1,412.76, and additional assets consisted of cash $132.78, and a 
note receivable from W. H. Hale for $500.00 without interest. At 
December 31, the accounts were: Accounts receivable — W. H. Hale, 
$435-7^; S. Merchant, $2,289.59; J- W. Good, $142.80; Robt. P. Vincent, 
$1,029-36; A. J. Wood, $74550; S. Mills, $16.50. Accounts payable— 
H. & W. Desk Co., $230.70; A. G. Gray, $439-9^; W. R, Mackey, 
$689.20; William Conroy, $89.10. 

Additional information revealed cash on hand, $2.60; inventory, 
$1,005.72; notes payable to B. W. Logan, $470.00, dated September 1, 
and Union National Bank, dated Julv 1, for $1,000.00, both bearing in- 
terest at 7%. He withdrew $3,075.00 during the year. Determine 
profit or loss. 

la Journalize the following: Place the authorized common stock, $50,- 
000.00, and preferred stock, $25,000.00, of a corporation on the books 
under the American plan. It was issued for: Assets, $75,000.00, and 
Liabilities, $10,000.00. $20,000.00 of common and $15,000.00 of pre- 
ferred stock is donated back to the company. Of the stock donated, 
$10,000.00 of common realized 65 and the balance 72. The preferred 
stock was sold at 97. 
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QUESTIONS ON CHAPTER VI. 

1. What fonn of journal was originally used? 

2. Draw a form of journal expanded to care for sales especially, and ex- 
plain the saving resulting from its use. 

3. Ordinarily, what limit should be placed upon the expansion of a general 
journal ? 

4. What two arrangements of money columns will best avoid difficulty in 
obtaining tabular proof of the entries? 

5. Define a cash journal, and state when its use is advisable. 

6. Give three principles which are essential to the correct construction of 
columnar journals. 

7. What fact determines the necessity for inserting an additional column 
in a columnar journal or cash journal? 

8. Describe the operation of posting from a columnar journal to the 
ledger. 

9. What is the most satisfactory method of recording sales in the books? 

10. To what items should the sales account be restricted? 

11. Name two items often found in the sales account which should not be 
entered there. 

12. Upon what price basis are sales to branches often made? What other 
sales are often charged out on a similar basis ? 

13. What special provision should be made for handling installment sales? 

14. What precautions should be taken in regard to sales on approval? 

15. What can you say as to the advisability of obtaining tabular proof of 
books of original entry? 

16. How should cash discounts be recorded. How should trade discounts 
be recorded. 

17. How should the accountant care for contingent quantity discounts? 
1& State how return sales should be cared for in the books of original 

entry such as sales books or columnar journals. 

19. What is the modem method of recording a large volume of sales? 

20. What is the best arrangement for booking purchases? 

21. Name an item of information required when recording purchases but 
not required when recording sales, and state how this difference causes 
a difference between the form of sales and purchase records. 

22. Differentiate between the old way and the modem way of handling 
invoices for goods purchased. 

23. Give an outline of five distinct steps which should, generally speaking, 
be taken upon the receipt of invoices. 

24. Describe the operation of a cash book which is designed to contain all 
cash entries of the business. 

25. What provision must be made in the cash book where the system en- 
tails the operation of subsidiary ledgers? 

25. What two different things may the cash book balance represent? 
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27. Draw a form of cash book which records all cash transactions, and 

provides separate columns for bank and cash drawer. 
28L How may a cash book be made to contain an entry which strictly 

speaking is a journal entry? 
29. Do you recommend that special columns be put in the cash book to 

record proprietor's personal transactions under certain circumstances? 
JO. Discuss the merits of the plan under which the cash debits and cash 

credits are placed in separate books. In such cases how are the petty 

cash disbursements best handled? 

31. State in a general wav what column in the cash book should be closest 
to the explanation column. 

32. How should cash discounts be handled, and where should the column 
be placed which is to care for them? 

33. Explain the slip system of handling cash receipts. 

34. What are the limitations of a cash book as compared with a cash 
journal? 

35. Name three items other than cash often erroneously treated as such, 
and describe the correct treatment of them. 

36. How may purchases be dealt with in cases where all debts are imme- 
diately liquidated in cash? 

37. Why can a check stub be eliminated when using a check register? 
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PROBLEMS ON CHAPTER VI. 

L C. H. Howe and F. H. Marsden, partners, are conducting a spe- 
cialty sales company dealing in automobile accessories. They sell the fol- 
low articles, which are purchased only from the firms indicated: Tires, 
Culver Tire Company; storage batteries. Eclipse Electrical Supply Com- 
pany; piston-rings, Standard Piston Ring Company; Green automatic 
winshield cleaners, Green Manufacturing Company, and windshield visors. 
Auto Glass Accessory Company. They also repair windshields, purchasing 
the glass from the Western Art Glass Company. 

The partners do all work necessary in conducting the business, making 
repairs, selling and buying. Profits are distributed equally and 6 per cent 
is charged or credited on capital varying from $5,000.00. No interest is 
charged on drawings. 

They have sales agreements with firms and individuals and pay them 
on a commission basis. Their sales are at both wholesale and retail. 

The following trial balance is for the period October 1st to December 
31st, 1921. You are required to prepare a profit and loss statement, balance 
sheet, journal entries to close and a draft of the necessary books of original 
entry that would permit the showing of profits or losses on the sale of each 
of the above mentioned specialties. 

Cash on hand, $53.39; accounts payable, $1,964.25; consisting of Stand- 
ard Piston Ring Company, $460.96; Culver Tire Company, $175.38; Auto 
Glass Accessory Company, $345.45; Green Manufacturing Company, $82.50; 
Eclipse Electrical Supply Company, $498.74; Western Art Glass Company, 
$324.63; Goodale Supply Company, $32.00; Puritan Printing Company, 
S20.00; Brady Transportation Company, $24.59; accounts receivable, 
$1,514.54, consisting of J. Wolf, $27.00; R. S. Sorby, $12.50; Nate Nelson, 
$15.00; Thos. G. Smith, $27.00; J. & K. Motor Company, credit $5.00? John 
Parsons, $23.50; Edgar Stone, $5.84; A. G. Classen, $17.00; Central Garage, 
$47.65; Supreme Motor Company, $13.94; R. L. Adams, $12.50; Chas. H. 
Tate, $6.47; L. J. McKay, $110.00; Pacific Motor Company, $855.94; Euclid 
windshield cleaners, Green Manufacturing Company, and windshield visors. 
Garage, $168.20; Park Avenue Garage, $177.00; accounts receivable un- 
collectible, $37024; advertising, $765.95; bank balance, $482.41; cash short 
and over, debit, $5.86; deposits — rent, $75.00, and motor rent, $10.00; equip- 
ment, office, $637.24; equipment, shop, $233.15; freight — in visors, $19723, 
tires, $19722, batteries, $19722; general expense, $258.05; notes payable, 
$1,200.00; notes receivable, $7,491.39; office expense, $253.57; purchase dis- 
counts, $141.87; rent, $225.00; purchaser— batteries. $3,452.48, tires, $2,234.96, 
piston rings, $1,909.36, visors, $4,818.83, windshield cleaners, $1,953.74; 
glass, $4,365.69; sales — ^batteries, $2,775.61, tires, $1,442.10, piston rings, 
^,235.89, visors, $6,499.60, windshield cleaners, $1,427.70, repairs, $8,272.80; 
motor rent $15.00; light and power $58.75; insurance, $102.60; sales dis- 
counts, $201.46; special deposits, $400.00; telephone and telegraph, $6324; 
C. H. Howe, capital, $5,952.13; C. H. Howe, drawings, $1,70625; F. H. 
Marsden, capital, $3,864.03; F. H. Marsden, drawing, $1,526.16. Adjust- 
ments : Inventory, $5,327.49, consisting of glass, $575.90 ; windshield clean- 
ers, $829.50; visors, $1,272.80; piston rings, $260.23; batteries, $1,428.34; 
tires, $960.72; insurance paid, $102.60, on policy dated October 1st, 1921, 
for $5,000 on the stock and runs for one year. The unpaid items were 
telephone for December, $8.75. payable to the Eastern Telephone Company ; 
motor rent for January, $5.00, payable to the Shop Equipment Co.; rent 
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for January, $75.00, payable to D. D. Dean. Expense items for which 
there are no special accounts have been charged to general expense. 
Note : Save your work. It will be required again later. 

2. From the following, prepare a profit and loss statement, balance 
sheet and journal entries necessary to close the books: Cash on hand, 
$14a75; First National Bank, $1,053.74; accounts payable, $31.25; trade 
acceptances payable, $3,500.00; bills payable, $1,000.00; cash over, $20.75; 
donations, $35.00; expenses, $2,364.67; exchange, $6.07; furniture and fix- 
tures, $751.35; F. D. Hardy, capital, $905.00; F. D. Hardy, personal, 
$4,155.14; notes receivable, $1,500.00; insurance, $314.90; interest and dis- 
count, $208.14; inventory, January 1st, 1921, $10,568.78; repairs, $14.78; 
sales discounts, $30.75; sales returns, $92.24; purchases, $9,251.21; sales, 
$43,088.99; Liberty bonds, $956.72; plant and machinery, $2,947.57; rent. 
$1,085.00; salaries, $1,197.25; wages, $16,602.60; accounts receivable, 
$6,256.24; taxes, $15.18; surplus, $11,280.99; suspense, $270.90. 

The adjustments were: Inventory, December 31st, 1921, $9,588.93; 
depreciation on furniture and fixtures, 10 per cent; depreciation on plant 
and machinery, 12% per cent; insurance deferred, $24.30; wages payable, 
$71.76; interest payable accrued, $4.32; interest receivable accrued, $18.23; 
bad debts one-half of one per cent of the accounts receivable. 

3. In examining the Balance Sheet of the Acme Manufacturing Com- 
pany after the books were closed December 31st, 1921, you note no depre- 
ciation has been charged on buildings, which have an expected life of fifty 
years, and cost $48,756.70 July 1st, 1917. Also that the machinery account 
had been reduced at the rate of 15% each year since the above date, leaving 
a balance of $32,500. The depreciation has proven excessive, as it should 
have been at the rate of 10% per annum. The surplus January 1st, 1922, 
was $22,725.72 and the profits for 1921 were $857.06. You are required to 
determine the net profits for 1921 and correct surplus balance December 
31st after the corrections have been made. Show necessary journal entries 
to adjust. 
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QUESTIONS ON CHAPTER VII. 

1. What is the proper foundation upon which to base bookkeeping forms? 

2. Give your views as to the advisability of monthly closing of books in 
connection with the preparation of monthly financial statements. 

3. Describe the gross profit method of ascertaining inventories; state 
what conditions should exist to justify its use, and illustrate its com- 
putation with figures and percentages. 

4. What is the principal value of monthly statements ? 

5. Under what conditions are sales used as the basis of comparative per- 
centages ? 

6. State how you would make entries to close the books at the end of a 
fiscal year; mention how, for example, you would deal with the ac- 
counts headed: Accounts Receivable, Accounts Payable, Advertising, 
and Insurance Paid in Advance. 

7. What are your views as to the use of red ink in closing books? 

8. What is your understanding of the single line method of ruling ledger 
accounts? What kind of accounts are best adapted to this method? 

9. What is your understanding of the cross indexing system of showing 
the detailed balance of the account? 

10. What exhibits should accompany a balance sheet? 

11. What is the correct form of statement for exhibiting the bank balance? 

12. What are the causes of difference between the balance shown by the 
books and that shown by the bank statement? 

13. Explain the method of reconciling accounts given in the text. 

14. Of what advantage is the tabular method of stating accounts receiv- 
able? 

15. In what form is the information, contained in the books of original 
entry at a branch office, transferred to the home office, and what is 
the particular advantage of that form? 

16. Prepare a report (a) of employes and (b) of insurance, using your 
own figures. 

17. Where a growing business absorbs the profits in improvements and 
extensions, or where the common complaint is received that the 
business is making paper profits without the owners being able to lay 
their hands on them, what statement would you prepare to exhibit 
tangible results to the owners? 

18. Is it possible for a concern to lose money while increasing its cash 
account if all expenses incurred have been paid? Explain fully and 
give an illustration to support your answer. 
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19. How may simultaneous comparison of several sets of figures be 
exhibited so that a reader will best obtain a grasp of their relative 
values? Can you give the name of three different forms of such 
exhibits ? 

20. What are some of the common errors found in the presentation of 
ruled line graphs? 

21. Describe the method of graphically comparing budget appropriations 
with expenditures actually incurred, where the graph is designed with 
the intention that it shall automatically detect a serious variation 
away from estimates. 

22. How can the information on a graphic chart be excluded from those 
for whom it is not intended? 

23. A concern's commissions average 16% of sales, out-freight 3% of 
sales, and traveling expenses 12% of sales. What kind of a graph 
would you suggest in order to most readily detect serious deviations 
from the estimated amounts ? 

24. Discuss the sales graph described in the text. Would it be possible 
for the two lines to meet at any other time than in the closing month 
of the year? What does the difference between the two points on 
any given vertical line throughout the year represent ? 
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You arc given the following balances and information with the request 
that you prei>are a working sheet, a statement of profit and loss, and a 
balance sheet for the month of May, 1920. 



Trial Balance, April 30, 1920 

$ 1,200.00 

11,241.00 



Cash $ 

Accounts Receivable 

Accounts Payable 

Inventory, 1/1/20 

Furniture and Fixtures 

Reserve for Depreciation of Furniture 

and Fixtures 

Buildings 

Equipment 

Real Estate 

Reserve for Depreciation of Building 

and Equipment 

Purchases 

Sales 

Taxes 

Insurance 

Office Expense 

Salesmen's Salaries 

Office Management Salaries 

General Expense 

F. W. Carey Capital Account 

F. W. Carey Capital Drawing Acct 



6,861.00 
4,000.00 



12,500.00 
5,400.00 
6,000.00 



22,220.00 

1,440.00 
2,250.00 
2,829.00 
10,261.00 
3,250.00 
4,260.00 

2,400.00 



9,880.00 
600.00 

2,228.00 
59,514.00 

23,890.00 



$ 96,112.00 $ 96,112.00 



Insurance paid in advance on April 30th was $1,220.00, and on May 31st 
was $962.50. 



Trial Balance, May 31, 1920. 

» .$ 4,590.00 

12,191.00 



Cash - 4 

Accounts Receivable 

Accounts Payable 

Inventory, 1/1/20 

Furniture 

Reserve for Depreciation of Furniture 

and Fixtures 

Buildings 

Equipment — 

Reserve for Depreciation of Building 

and Equipment 

Real Estate 

Purchases 

Taxes 



6361.00 
4,000.00 



12,500.00 
5,400.00 



6,000.00 
27,430.00 

1,440.00 



10,200.00 

600.00 

2,228.00 
74751.00 
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Insurance 2,250.00 

Office Expense 3,651.00 

Salesmen's Salaries 13,070.00 

Office and Management Salaries 4,050.00 

General Expense 5,702.00 

F. W. Carey Capital Account 23,890.00 

F. W. Carey Drawing Account -. 2,534.00 



$ 111,669.00 $ 111,669.00 

The Gross Profit is known to be about 200% of cost. Furniture depre- 
ciates 9% per annum. Equipment 9%, Buildings 3%. 

2. As a practical application of your system as installed for Howe 
and Marsden (Problem 1, Chapter 6), enter the following in the books of 
original entry and post. 

(A) Sales book. The following transactions occurred in the month of 
January as itemized: 

January 2nd: Euclid Garage, tires, $260.90; Central Garage, repairs, 
$13.36, windshield cleaners, $60.00, tires, $130.80, piston rings, $6.19; J. 
Wolf, repairs, $18.00; N. Nelson, repairs, $9.75; Cash Sales, tires, $23.30, 
windshield cleaners, $12.00, repairs, $11.41, visors, $202.76, piston rings, 
$4.12. 

January 3rd: Central Garage, repairs, $83.85; J. Wolf, batteries, $78.50; 
Park Avenue Garage, batteries, $29.26; N. Nelson, visors, $24.50; Supreme 
Motors, visors, $186.90, windshield cleaners, $240.00; West Side Tire Shop, 
tires, $475.86 ; Cash Sales, repairs, $26.20, windshield cleaners, $48.00, piston 
rings, $12.46. 

January 6th: J. Wolf, repairs, $22.16; Central Garage, repairs, $95.84; R. 
L. Adams, batteries, $26.70; E. Richardson, visors, $74.50, windshield clean- 
ers, $180.00, piston rings, $4.28; Cash Sales, repairs, $23.83; R. L. Adams, 
piston rings, $8.12. 

January 10th: J. Wolf, repairs, $63.08; Central Garage, repairs, $14.34, 
batteries, $56.40; E. Richardson, batteries, $124.13; J. Wolf, visors, $97.10; 
Cash Sales, repairs, $28.40, batteries, $56.40; tires, $160.36. 

January 18th: Central Garage, repairs, $84.00; Euclid, repairs, $58.80, 
batteries, $36.05; A. G. Claussen, batteries, $64.78; Park Avenue Garage, 
batteries, $100.00, windshield cleaners, $24.00, piston rings, $7.94; N. 
Nelson, visors, $80.00; Cash Sales, repairs, $41.10. 

January 20th: T. G. Smith, repairs, $5.38; P. Parsons, repairs, $11.10; J. 
Wolf, repairs, $29.50, batteries, $70.34; R. Sarby, visors, $90.00, windshield 
cleaners, $48.00; Cash Sales, batteries, $125.36. 

January 24th: Central Garage, repairs, $76.00; Nate Nelson, batteries, 
$46.24; Euclid, batteries, $204.10; T. G. Smith, visors, $43.00, windshield 
cleaners, $48.00; Cash Sales, repairs, $17.76, batteries, $32.33. 



Digitized by 



Google 



QUESTIONS AND PROBLEMS 261 

January 25th: E. Stone, repairs, $52.87; Cash Sales, repairs, $5.17. 

January 26th: Nate Nelson, repairs, $10.00; E. Stone, repairs, $43.76, 
piston rings, $4.04; Euclid, repairs, $125.18, tires, $173.42; R. Sarby, bat- 
teries, $1(^.75, visors, $92.00, piston rings, $16.68; T. G. Smith, piston 
rings, $11.96; Cash Sales, repairs, $24.24, tires, $173.42. 

January 28th: P. Parsons, repairs, $17.60, windshield cleaners, $12.00; 
N. Nelson, repairs, $28.05; J. & R. Motor Co., windshield cleaners, $107.00; 
R. L. Adams, visors, $14.00, windshield cleaners, $60.00; Cash Sales, repairs, 
$26.60, windshield cleaners, $12.00. 

January 29th: C. Tate, repairs, $36.09; E. Stone, visors, $25.00, windshield 
cleaners, $24.00; A. G. Claussen, visors, $76.50, piston rings, $8.50; h. J. 
McKay, windshield cleaners, $120.00, piston rings, $15.56; Cash Sales, 
repairs, $20.19, piston rings, $10.27. 

January 30th: E. Stone, repairs, $29.40, batteries, $24.12; Central Garage, 
repairs, $18.15; Euclid, repairs, $24.61, visors, $11.25, piston rings, $12.29; 
J. Wolf, batteries, $39.51; T. G. Smith, batteries, $139.64; Cash Sales, 
repairs, $18.25. 

(B) Purchase book. The purchase of the specialties arc made from^ the 
firms designated in Problem 1, Chapter 6 and the firm names are omitted 
here. 

January 3rd: batteries, $247.29, glass, $17.50; Goodale Shop Supply Com- 
pany, shop supplies, $13.35; Unique Advertising Agency, advertising, 
$240.00. 

January 5th: tires, $75.00; visors, $230.20; glass, $42.50. 

January 10th: batteries, $18.40; piston rings, $206.20; glass, $132.25; D. 
R. Barnes Co., shop supplies, $1.80; Puritan Printing Company, ledger 
fillers, $4.75. 

January 17th: visors, $183.49; glass, $130.00. 

January 18th: batteries, $505.50; glass, $26.00; Goodale Supply Com- 
pany, shop supplies, $2.40. 

January 21st: windshield cleaners, $350.00: visors, $642.83; glass, $1.50; 
D. R. Barnes Company, shop supplies, $1.95. 

January 22nd: piston rings, $132.50; glass, $38.75; D. R. Barnes Com- 
pany, shop supplies, $4.20. 

January 25th: tires, $55.60; glass, $13.50; Goodale Supply Company, shop 
supplies, $8.75; Evening Ledger, advertising, $35.00. 

January 29th: batteries, $103.17; piston rings, $256.92; glass, $156.25; 
Goodale Supply Company, shop supplies, $3.80. 

January 31st: visors, $206.75; motor rent for February, $5.00; telephone, 
$9.06; City Light and Power Co., light and power, $20.27; American Tele- 
graph Company, telegraph charges, $2.72; Brady Transportation Com- 
pany, freight-in, $276.24; freight-out, $30.50. 

(C) Cash book : Receipts in addition to cash sales. Where the amount 
is not detailed, it is the balance of the account at December 31st. 
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January 10th: J. Wolf, J. Parsons, E. Stone, A. G. Claussen, Central 
Garage, Supreme Motor Co., Euclid Garage, aU less 3%. 

January 11th: R. S. Sarby, N. Nelson, T. G. Smith, less 2%. 

The Pacific Motor Company paid their note for $5,000 with interest at 8% 

for six months. 

January 12th: R. L. Adams, C. Tate, net 

January 15th : L. J. McKay, less 2%. 

January 20th : Pacific Motor Co., $355.94 on account. Cash over 50c 
All cash received is deposited in the bank daily. 

(C) Cash Book: Check Disbursements. 

January 2nd: Petty Cash Fund, $75.00; D. D. Dean, $75.00. 

January 5th: City Light & Power Co., (Dec.) $18.35, (bill received this 
date). 

January 10th: Eastern Telephone Co., $8.75; Shop Equipment Co., $5.00; 
Standard Piston Co.. $460.96, less 3%; Culver Tire Co., $175.38 net; 
Auto Accessory Co., $345.45 — 2% ; Green Manufacturing Co., $82.50 net 

January 11th: F. H. Marsden, $75.00; C H. Howe, $85.00. • 

January 12th: Eclipse Electrical Supply Co., $496.74, less 5%; Brady 
Transportation Co., $24.59. 

January 15th: Puritan Printing Co., $20.00 net; Western Art Glass Co., 
$324.63 net; Goodalc Supply Co., $32.00—2%; Commissions, $75.70. 

January 20th : F. H. Marsden, $50.00. 

January 21st : Park Avenue Garage, $18.00 for C. H. Howe. 

January 31st: commissions, $83.40. 

(D) General journal adjustments and explanation: 

Supreme Motor Company returned visors January 8th, $3220; January 
12th an adjustment was made in favor of L. R. Danley who bought a 
windshield cleaner January 3rd, by which we refunded him $3.00 out of 
petty cash. On January 3rd we entered into an annual advertising contract 
with the Unique Advertising Agency by which they are to mail out monthly 
circulars to customers on our mailing list 

Motor rent and shop supplies are chargeable to repairs. $642.30 of 
the glass used was used in making repairs, the balance was required in 
the assembling of the visors. Two-thirds of the light and power bill is 
for power. Freight-in is distributed $92.06 to batteries, $SK2.08 to tires 
and $92.08 to visors. Freight-out is a selling expense. Out of petty 
cash set up the first of the year, payments have been, $3.00 to L. R. Dan- 
ley, carfare $1.50^ and postage $5.00. Reimburse as of January 31st. 

The notes receivable draw interest at 8% and the notes payable 7%. 

Inventories, January 31st: glass, $746.93; batteries, $1,340.70; visors, 
$2,570.95; windshield cleaners, $462.00; piston rings, $752.83; tires, $87.50; 
shop supplies, $3.00. 

Required: six column trial balance, six column statement, com- 
parative percentage statement, also an approximate balance sheet 
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QUESTIONS ON CHAPTER VIII. 

1. What diffictilty often arises in the use of check stubs when carrying 
bank balances, and what procedure do you recommend to obviate this 
difficulty? 

2. Describe the petty cash method of handling small disbursements, 
and state how much should ordinarily be carried in su<^ a fund. 
What are some of the purposes for which a petty cash fund may be 
used? 

3. How should a petty cash fund be handled in the general ledger? 

4. Cite a couple of disadvantages of the petty cash system. 

5. Describe and illustrate the imprest cash system, also state some of its 
advantages. 

6. How should sales of large units be handled in books of original entry? 

7. What items other than the original purchase price should be charged 
to accounts representing large units? 

8. Draw up ledger account and show journal entries covering the fol- 
lowing: 

A second-hand automobile is taken in trade at a value of $650.00: 
repairs amounting to $131.00 are made on it, and it is later sold 
for $600.00; the dealer keeping books on the gross profit method. 

9. For what class of business may the aggregate or group gross profit 
method of original entry be used? 

10. What two items of valuable information are available to concerns 
using the gross profit method of entering their sales which are not 
ordinarily available to those who do not use this method? 

11. Referring to question 10, in what line of business in particular may 
one of the items of information be made readily available, and how 
are expenses to be dealt with where such information is regularly 
prepared ? 

12. Describe the application of the gross profit method of entering sales 
in connection with goods sold by consignment. 

13. What records should be kept for goods received on consignment? 

14. Describe the bookkeeping entries for cash received or disbursed on 
account of goods received on consignment, and state what final dis- 
position is made of financial accounts relating to them. 

15. Can you suggest an advantageous arrangement of controlling ac- 
counts relating to lots, which will facilitate balancing? 

16^ How should goods purchased by a commission merchant on his own 
account be dealt with on the books? 

17. What is the relationship of parties to a joint venture? 
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18. Distinguish between the two methods of accounting for a venture. 

19. Describe: (a) The "T" method of setting up skeleton ledger ac- 
counts ; (b) the method of indexing skeleton ledgers. 

20. How should a focal date be established where interest is a material 
factor in a large portion of the accounts in a set? 

21. Are interest or principal computations to be made from the due date 
or the entry date? 

22L What computation is required where an item necessary to the com- 
putation of an average due date falls beyond the adopted focal date? 
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PROBLEMS ON CHAPTER VIIL 

1. Find the average due date of the following amounts: May 10th, 
$6,000.00; June 1st, $300.00; August 4th, $4,400.00. 

2. Find the equated date of the following debits and credits: Debits — 
April 2, $500.00; April 9th, $300.00; June 16th, $90.00; Credits- 
April 10th, $600.00; June 25th, $100.00. 

3. Gray & Company ship 100 sacks of potatoes to C. C. Barnes, a com- 
mission merchant. Disposition of the potatoes is as follows : 12 sacks 
sold at $2.10; 29 sacks sold at $2.05; 55 sacks sold at $1.90; 4 sacks 
are found to be lost through rotting and repacking. Expenses are: 
in-freight paid, $12.00; repacking expense, $4.00; miscellaneous, $10.50, 
and commission, 15% on sale price. Advanced to Gray & Co. upon 
receipt of goods, $50.00. Final settlement is made with Gray & Co. 
one week after all potatoes are disposed of. Required, lot sheet in 
detail, and all entries on the financial books ; also account sales. 

4. Prepare lot sheets, post and journalize the following on the books of 
the consignee and consignor: 

No. 576, July 1, consigned by J. C. Northrop, 100 crates lettuce. 

No. 577, July 3, consigned by M. Shapiro, 2,000 crates Elberta peaches. 

No. 578, July 5, consigned by D. Stevens, 52 crates R. A. cherries, and 

29 crates Bings. 

Paid freight, July 1st, No. 576, $24.40; July 3rd, No. 577, $398.76; July 

5th, No. 578, $8.00. 

Sold, July 1, 82 crates lettuce at $8.12 ; July 2, 10 crates lettuce at $7.96 ; 

July 3, 6 crates lettuce at $5.00, 1,500 crates Elbertas at $0.95 ; July 5, 

490 crates Elbertas at $1.05 ; July 6, 52 crates R. A. cherries at $3.00, 29 

crates Bings at $4.25. 

The balance of the consignments was lost through spoilage and 

repacking. 

Advanced J. C. Northrop, July 2, $500.00; M. Shapiro, July 3, $1,200.00; 
D. Stevens, July 6, $200.00. 

Commissions at 7%*% on produce and 5% on fruit. 
What is due each consignor? 

5. Find the average due or equated dates : 

(A) Dr. 

Oct. IS.... ...$ 500.00 

Oct. 27 740.00 

Nov. 8. 325.00 

Nov.20. - 900.00 

(B) Dr. 

June 8. $ 125.00 

June30. 800.00 

My 22L 300.00 

Aug. 8 -..- - 1,000.00 

Cr. 

July 4. J$ 70.00 

July 29. 350.00 

July 31 450.00 

Aug. 10. ~. 200.00 

(C) In B, if the interest rate is 6% how much is due September 15th? 
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QUESTIONS ON CHAPTER IX. 

1. Why is it necessary to give consideration to the effect many accounts 
may have upon the books of original entry? 

Z Do yott think a great increase in the volume of business done by a 
concern should require substantial changes in its accounts and books? 
Explain in detail, and give illustrations to support your answer. 

3. What is meant by tabular proof and where is it often used ? 

4. Under what conditions may columnar segregation of sales be dis- 
pensed with ? How is the segregation cared for in such cases ? 

5. Describe a sales abstract and distinguish between it and a sales book. 

6i How should the recording of purchases differ from the recording of 
sales, and why? 

7. What are some of the expenses of a small establishment, and how 
may they be cared for in the books of original entry? 

8L Answer question seven, applying your answer to a large establish- 
ment 

9. What decides whether or not a special column is to be used to care 
for some expense or disbursement? 

10. What is the general rule as to relationship between special columns in 
the cash paid out book and the purchase book? 

11. Does a good system of accounting require that special columns in the 
purchase book be accompanied by the same special columns in the 
cash paid out book? 

12. How would you handle extensive purchases for cash where it is desir- 
ous that all purchases should be detailed in the purchase book in 
order to properly classify them? 

13. Referring to question 12, what is the best procedure where but a 
small classification of purchases is required? 

14. Answer question 12 with respect to sales for cash instead of par- 
chases for cash. Also do the same with question 13. 

15. Under what conditions should more than one column for accounts 
receivable be provided in the sales bode? Why would similar condi- 
tions affect any other book of original entry? 

16. Mention some of the difficulties encountered in caring for the bank 
account in the books of original entry, and state the best procedure. 

17. Under what conditions is it best to handle cash received and paid in 
the same book? How is the cash balanced under such conditions? 
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18. How should a cash book be ruled where cash and bank accounts are 
carried separately? Show how cash is balanced under such circum- 
stances, and also how an entry is made to cover deposits or with- 
drawals from the bank. 

19. What is the best method of handling cash discounts in the books of 
original entry in the following instances (a) where one accounts 
receivable ledger is required, (b) where several accounts receivable 
ledgers are required? 
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PROBLEMS ON CHAPTER IX. 

L Following is the trial balance of the Jones Trading Company, 
January 31st, 1922: cash, $5,000.00; accounts receivable, $10,000.00; notes 
receivable, $2,500.00; sales, $20,000.00; sales returns, $400.00; purchases, 
$8,000.00; purchases returns, $500.00; inventory, $5,000.00; freight— in, 
$1,000.00; wages and salaries, $4,000.00; selling expenses, $2,000.00; office 
expense, $1,000.00; insurance, $500.00; accounts payable, $2,000.00; notes 
payable, $500.00; office fixtures, $1,000.00; delivery equipment, $1,500.00; 
land, $5,000.00; buildings, $4,000.00; capital, $27,900.00. 

Adjustments, January 31st: inventory, $6,500.00; accrued salaries and 
wages, $500.00; expired insurance, $100.00. 

On February 1st, Mr. Jones enters into a joint venture with H. 
Hooker and each contributes merchandise valued at $5,586.86. All trans- 
actions are handled on the books of Mr. Jones. The cash disbursements 
were: freight, $127.70; salaries, $420.95; insurance, $12.75; office expense, 
$6.58; miscellaneous expense, $120.75. Sales were $20,497.13, all made by 
Mr. Jones. 

On March 25th, the inventory of the venture was $101.00. It was 
agreed that Mr. Jones should take the goods back into his remaining stock 
at that value and that the venture be closed. 

There were no sales or expenses created by the trading company. 
Prepare a balance sheet of the Jones Trading Company at March 25th, 
computing the inventory of goods on hand. Deferred insurance was 
$350.00, the portion used being chargeable to Jones Trading Company. 
No settlement has been made with Hooker. 

Set up ledger accounts and make complete journal entries. 

2. Alexander and Brown, partners, form a joint venture with Clark 
which operates from May 1st, to November 1st. Partners invest $10,000.00 
each and Clark invests $20,(XX).000. The partners* investments are made 
by withdrawing from their capital accounts during the period the venture 
is in existence. 

The venture operations are included in the partnership accounts. The 
following trial balance is at December 31st, 1914: 

Alexander, capital, $50,000.00; Brown, capital, $30,000.00; Clark's invest- 
ment, $20,000.00; inventory at beginning of year, $125,000.00; accounts 
receivable, $75,000.00; from employees, $3,000.00; cash in bank, $5,000.00; 
cash on hand, $1,000.00; notes payable, $60,000.00; accounts pa3rable, $15,- 
000.00: sales, $500,000.00; purchases, $323,000.00; salaries and store expense, 
$125,000.00; bad debts, written off, $2,500.00; interest, $6,000.00; salary to 
Alexander, $2,500.00; salary to Brown, $4,500.00; salary to Clark, $2,500.00. 

The venture sales are $275,000.00; purchases, $123,000.00. It assumes 
salaries and store expenses distributed on the ratio of sales. One-half of 
the accounts receivable ($77,500.00) is due to the venture. The interest 
is applicable to the venture. Alexander owns the store building and is 
credited with $1,000.00 per month for rent. The partners draw 6% on 
the average capital invested in the partnership. The salary to Alexander 
and Clark is chargeable to the venture. Brown's salary is an expense to 
the partnership. Merchandise inventory, Dec. 31st, 1914, $150,000.00. 

Prepare work sheet, profit and loss statements, balance sheet and jour- 
nal entries showing distribution at closing. 
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QUESTIONS ON CHAPTER X. 

1. What is the principal purpose of providing additional columns in a 
ledger ? 

2. Give three particular purposes of special ledger rulings, and describe 
each. 

3. Aside from information contained in money columns, give three 
examples of information for which ledger columns are desirable. 

4. Give three examples where additional ledger money columns are 
desirable. 

5. Describe the entry and posting of an invoice where books are kept 
with extra currency columns by a foreign trader. 

6. Illustrate the ledger entry covering an investment in foreign securi- 
ties and the receipt of income on them where extra currency columns 
are carried in the ledger. 

7. What provision should be made for controlling accounts wherever 
they are necessary to care for joint or combined accounts? 

8. Why are joint accounts required in estate accounting? 

9. What particular use may be made of joint accounts by automobile 
houses ? 

10. Of what use is a joint account to the credit department of a busi- 
ness? 

11. Do you advocate the use of a joint account to exhibit the note receiv- 
able and account receivable from a customer on the same ledger sheet ? 
Why? 

12. State in a general way the limitations of combined ledger accounts. 

13. How should a ledger account best exhibit the balance of the account ? 

14. In what class of ledger accounts is a balance column particularly 
feasible ? 

15. Under what circumstances may a number of subsidiary accounts be 
carried on a single sheet? Slate how postings are made, and how the 
balance is proved in such cases. 

16. What effect does the number of accounts involved have upon the 
feasibility of the system suggested in question 15? 

17. What is the best method of caring for the posting to a large number 
of accounts receivable? 

18. Describe a Boston Bank ledger, and explain how the use of wide and 
narrow sheets works an economy of the bookkeeper's time. 



Digitized by 



Google 



270 ELEMENTARY ACCOUNTING 

19. What conditions suggest the use of a final entry book for original 
entries also? Give an example, and illustrate posting and proving of 
such a book with the general ledger. 

20l How should the contingent liability on notes discounted be recorded? 

21. Illustrate with sample entries the operations of a notes receivable 
discounted account 

22. How should protest fees and similar expenses be dealt with in case 
a note receivable previously discounted has to be taken back? Give 
reasons for your answer. 
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PROBLEMS ON CHAPTER X. 

L The R. D. Kingston Co., New York, has a branch house in London 
which has furnished the following information: 

Sales, i4,280; Expense, i602 sl2; Remittances, £3,600; Inventory, on hand, 
il720 at January 1st, 1921. 

From the home office records you find the branch was opened in July, 
1920, and the goods forwarded amounted to $11,820.00. The average rate 
of exchange has been 4.85. Set up ledger accounts for branch and home 
office showing amounts due home office in both currencies using 4.85 as 
rate of exchange. 

2. Record the following bond investment transactions and devise a 
ledger form that will accurately show the transactions as they occurred : 
Purchased 12 D. & R. G. 6s J. & J. par $500, cost $495, January 10th. 
Purchased 8 Belgian 7s, F. & A., par 100, cost 100.50, January 15th. 
Purchased 5 L. & N. 5s, J. & J. par $100.00, cost $100.00, April 10th. 
Purchased 8 D. & R. G. 5s, J. & J. par 100.00, at par, August 1st. 

The bonds are purchased with accrued interest. 
Sold 5 D. & R. G. 6s at 101 and accrued interest. May 1st. 
Sold 8 Belgian 7s, at 103 flat, August 12th. 

Make journal entries covering the transactions. 

3. The following transactions occur in the account of H. R. Davis 
on our books: 

September 15th he purchased an automobile for $1,476.80. He gave 
us a check for $500.00 and the balance was on a contract for ten months 
at 12%, interest computed in advance but not included in the above amount. 
The payments are $110.00 per month, the final payment being the balance 
of the account. September purchases of gas, oil and miscellaneous 
amounted to $26.45. October 10th he paid $26.45 and on the 14th $110.00. 
October purchases were $23.50, the installment and sales were paid when 
due. November purchases were $124.30, of which $94.70 consisted of tires 
for which payment is due January 10th. The balance of the November 
purchase, payments for which were due in December, were paid. Decem- 
ber purchases were $13.75. Payments were made by check on January 
10th of $108.45 and January 15th of $110.00. The check for the contract 
installment was returned from the bank January 20th N. S. F. Attempts 
were made to collect but the car had to be taken back on February 3rd. 
His January purchases were $17.60 which also proved uncollectible. It was 
treated as a bad debt. The balance of the account was charged to used 
car purchase account. 

Prepare journal entries for the transactions and post to special ledger 
account as devised. 
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